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“What in the world does ‘yoots of rbo 18rb’ mean?” 


Boss: I can’t decipher this carbon copy! Look here, Boss: And you're sure we'd really save money by 
for example . . . what does that say? using Park Avenue? 


Girt: Certainly. The Royal representative told me 
that if you had paid $115 for a standard type- 
writer, and if you have used it five years, you have 
bought for it $115 worth of carbon paper and rib- 
bons. With Roytype* Park Avenue carbon papers, 
and Roytype* ribbons, you can cut those costs ma- 


Girt: Why, it says: “yours of the 18th”... you 
just have a badly blurred copy! 

Boss: I'l] say it’s blurred! With all the money 

this office spends for carbon paper, why don’t we 


get copies a man can read? 


Girt: Because one piece of the carbon paper we use terially! 
simply won't give us enough good, legible copies - “9 0m 
PY 7” estates ae ins Boss: That settles it! Tell the supply department that 
and our office doesn’t like us to throw it away é : : 
; ' we start using Roytype* carbon papers and ribbons 


too soon. : , 
right away! 


soss: Then why do we use it? There must be 
good carbon papers! K O YA a 


: Of course. But the supply department thinks 

om. If sate Ul Tile supp y department th uks MAKERS OF ROYTYPE* CARBON PAPER 
it is economical to buy this cheap paper. But they're 

wrong. Actually, a good carbon, like Roytype* AND RIBBONS 
Park Avenue, made by Royal, is more economical 
because it can give many more clear, legible copies! : " 

secant "keep 'em Typing 

And Park Avenue carbon paper will not “tree 

. will not smudge, smear, offset, or get your 


fin yers dir ty! *Trade Marks Reg. U. S. Pat. Off. Copyright 1942, Royal Typewriter Co., Ine 
J 











STREAMLINED PRODUCTION, 
PAYROLL, PURCHASING, 
ORDER & BILLING 


PRODUCTION — Save 24 to 36 hours in getting orders 
into the shop. Write parts order or assembly order once. 
Use it 20 to 30 times for repeat orders. Eliminate 90% of 
all rewriting. Reproduce shop copies, schedule board copies, 
move tickets, route tags, material requisitions, labor tickets. 





PAYROLL—From one writing of one form, Ditto gives 
you in a minute every form you need for recording pay- 
roll, including payroll summaries, historical earnings 
record, actual checks or envelopes, and receipt forms. 
There is no other writing, no elaborate personnel, involved 
systems or costly machines. 








PURCHASING—First and only writing gives you 
all bid requests, all purchase order copies, all 
delivery receipts for one or a dozen partial deliv- 
eries. — — being used every day by America’s 
outstanding defense industries. 


ORDER & BILLING—From one writing you get 
all orders and shipping copies, all invoice copies, 
and if you wish, sales analysis slips. No method 
provides such flexibility, none can match its error- 
proof control. Orders may be written by salesmen 
in the field or by typists in branch offices or ware- 
houses. Copies may be reproduced at the home 
office or branch factories. 








(Sample forms of any of the above Systems furnished free.) 


DITTO, INC. 


2220 W. HARRISON ST. e CHICAGO, ILLINOIS 





Are You Being 


SQUEED see 


= Pressure Production 


























and Inadequate Help? 


War is a grim, relentless taskmaster. It brings a tremendous increase in 
the work to be done by your Accounting Department, and at the same 
time takes away many of your best-trained accounting employees. 


Every self-respecting American wants to do a good job during these emergency days. 
Every man or woman on your staff wants the payroll summaries to be prepared cor- 
rectly and on time; wants to get the billings out promptly and without error; wants 
to file those labor tickets and material requisitions correctly. 


But because they do not understand the relation of each job to all the other opera- 
tions in the accounting sequence, untrained employees cannot be expected to han- 
dle details in the order of their importance, and serious delays and errors occur. 


In contrast to the days when it was easier to replace people than to train them, you 
are now being SQUEEZED between high pressure production on the one hand and 
a serious shortage of competent help on the other. 


But there is a way out for you. Without losing any time from their regular work— 
and without taking any of your personal time—your employees can quickly and 
steadily, every day, become more valuable to your company, through the special 
new plan created by the International Accountants Society. 


This plan works—so successfully that some of America’s greatest corporations are 
using it. Yet it applies equally as well to smaller companies. It cannot be fully 
explained in this small space. 


Let us explain how this plan can help you solve your own manpower-shortage 
problem. Write TODAY for complete information. There is No Obligation. 


nternational | es ociety, Inc. 
“A Correspondence School Since 1903 


3411 S. MICHIGAN AVE. .. . CHICAGO, ILL. 
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Editorial Comment 


Control and Regulation, Busy Tools 
a outline of the program of the coming annual 


meeting of controllers in Chicago has been 
mailed to members of The Controllers Institute of 
America, and others. 

This national meeting is one which the Govern- 
ment is perfectly willing to have carried out in an in- 
tensive manner, as it is realized that the matters to be 
reviewed and discussed by the controllers are so much 
a part of a successful war production program that to 
fail to take any steps needed to clarify them would in- 
deed be a serious omission. 

Dealing with the Government as almost the only 
customer is a new experience for hundreds of busi- 
ness concerns. It is very much to be desired that Gov- 
ernment be acquainted with the problems with which 
business is confronted, before Government decides 
on procedures and regulations with which business 
will have to comply. It is also necessary, once the reg- 
ulations have been set up, that controllers know in- 
timately the details of the provisions of those regula- 
tions. They are the ones who have the responsibility 
of seeing to it that their companies live up to the 
rules. They cover a wide range, and involve an im- 
mense amount of paper work. 

Frequent conferences with one another, and with 
Government officials, serve to ease the burden of com- 
pliance with Government rules, and to expedite and 
facilitate the carrying on of the work. Many Govern- 
ment representatives and leaders in controllership 
will have parts in the program of this coming na- 
tional assemblage of controllers. The dates are Sep- 
tember 21-23, at the Palmer House, Chicago. 

The committee in charge suggests that, in order to 


be sure of hotel accommodations, controllers make 
their reservations now. This will be the first annual 
meeting of The Controllers Institute of America to be 
held outside of New York City. This one—the 
eleventh—will be attended by hundreds of control- 
lers in the midwest and west who have not felt in 
other years that they could make the trip east to at- 
tend. 

Managements today recognize controllership as 
their strongest arm, in a period when regulation and 
control seem to be the tools in most common use by 
Government to effectuate its policies and plans. There 
was a time when a controller would have had quite a 
job on his hands to “‘sell” his management the idea of 
attending a controllers’ convention. Today, manage- 
ments urge their controllers to be present at this affair 
and to bring back from it all the information they can 
absorb that will be helpful to their companies. Public 
accountants, bankers, industrial engineers, attorneys 
and other officers of companies crowd in too, to glean 
something from the addresses, discussions and con- 
ferences. 


Renegotiation 


: iw coming national assemblage of controllers 
in Chicago is destined to bring out much in- 
formation concerning the renegotiation procedures, 
under which the terms of war contracts will be rewrit- 
ten. There is bound to be much controversy in many 
cases. What controllers are interested in is in learn- 
ing the principles on which the renegotiation of con- 
tracts will be based. Some light may be thrown on 
that in the discussions on that subject in Chicago. 
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The audit of contracts will come in for examina- 
tion as it is one of the subjects to appear on the con- 
vention program. Considerable attention is to be paid 
also to the problems of wholesalers and retailers. For 
instance, the control of civilian merchandise inven- 
tories will be studied, also problems arising under the 
general maximum price order. How to value inven- 
tories soundly under present price levels is another 
subject to be aired. It will be noted that the efforts to 
control prices and to prevent inflation set up many 
problems for the controller. 


Controllership in War Times 


5 Se the program of this meeting—a war time 
conference of controllers—is to be comprehen- 
sive is indicated by the fact that cooperation with the 
war program is announced as one of the general sub- 
jects; that post war controllership problems will be 
discussed; that the new Revenue Act will be analyzed 
and interpreted; and that in breakfast and group con- 
ferences and panel discussions numerous other topics 
will be brought up. It will be distinctly a working 
convention; but then, all meetings of controllers of 
that type. 


Pension Fund Provisions in Revenue Act 


.: ire proposal in the pending Federal Revenue 
Act to limit the tax free contributions of business 
concerns to self operated employee pension funds 
has met with serious objections on the part of busi- 
ness. In the hearings before the Senate Finance Com- 
mittee the opposition was so strong that Senator 
Walter F. George, Chairman, appointed a sub-com- 
mittee headed by Senator Prentiss M. Brown, of 
Michigan, to rewrite the provision that appeared in 
the proposed Act as it came from the House of Rep- 
resentatives. The committee is to work out the neces- 
sary changes with representatives of the Treasury. 
Representatives of business concerns had pointed 
out that it would be necessary to discontinue their 
pension plans if the bill as written by the House 
Ways and Means Committee were enacted. This bill 
limits the tax free contributions to 5 per cent. of the 
annual payroll, with a provision that tax credits for 
any contributions over that amount be distributed 
over a five-year period at a rate of 20 per cent. a year. 
Mr. Stanley W. Duhig, vice-president and treas- 
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urer of Shell Union Oil Corporation, was one who 
appeared before the committee. Although he is a 
member of The Controllers Institute of America he 
appeared as a representative of his company, not of 
The Institute. He made the point that the present 
provision would encourage spending instead of sav- 
ing. 

A memorandum prepared by The Controllers In- 
stitute on the general subject of Federal tax proposals 
will cover the subject of pension trust contributions 
and a wide range of other subjects. This is scheduled 
for presentation before the Senate Finance Commit- 
tee on August 12. 


Post-War Controllership Problems 


 Pisirssaoescnane are giving thought to the future, 
without in any way letting down in their efforts 
toward the winning of the war. They realize that they 
must provide the facts for sound and quick executive 
action in the transition period and in the post-war 
era. Without these facts, many a business enterprise 
would go to the wall, faced as they are with ceiling 
prices, rising costs, increasing taxes, curtailed civilian 
volume, and other factors which may easily spell 
bankruptcy unless managements are warned of the 
dangers in time, and are in a position to take action 
to meet them. 

A report on Post-War Controllership Problems is 
being prepared by a special committee of The Con- 
trollers Institute. It is due for release about mid-Sep- 
tember. It is intended to point out to controllers what 
the dangers will be, and to suggest to them what steps 
may be taken to avoid them. The subject is being ap- 
proached from the point of view of the controller. 


Review of a Turbulent Y ear 


| sees JOHN A. DONALDSON, of The 
Controllers Institute, is mailing to the members of 
the organization a letter which takes the form of a re- 
port of the activities of controllers in a war year. It 
is a picture of which controllers may well be proud. 

Controllers are doing their part, not only in their 
specialized way, but also in the armed services. A list 
of members of The Institute who are in uniform is 
presented elsewhere in this issue. They are to be con- 
gratulated. 








Responsibilities and Problems of the 
Controller in Government Contracting 


The Controller's Manual, ‘‘Con- 
trollership, Its Functions and Tech- 
nique,” indicates that the controller 
should be concerned with two prin- 
cipal matters; the maintaining of 
adequate records, and observing that 
the business is conducted in a safe, 
efficient, and economical manner. The 
controller's duties as they relate to 
government contracts will be set forth 
in this paper along these two general 
lines of duties. 

The government contracts with 
which we are concerned will be lim- 
ited here to what is known as a “‘sup- 
ply contract.” There has been a great 
deal written and spoken in recent 
times on the other forms of govern- 
ment contracts, namely, those relat- 
ing to facilities, and special contracts. 
These particular types of contracts 
have their separate problems, and 
should not be minimized. It would 
make the subject far too broad, how- 
ever, to include them in a discussion 
of supply contracts, except that there 
are generalities which, it will be 
noted, are applicable to any type of 
government contract. In limiting the 
comments to supply contracts, how- 
ever, it should not go unnoticed that 
the basic problems involved in facili- 
ties contracts are becoming more and 
more pronounced. For example, with 
the government taking an increasing 
share of profits in the form of taxes, 
the relative advantage of furnishing 
one’s facilities and having them sub- 
ject to the amortization deduction is 
becoming cheaper, as well as being 
more practical to deal with, than the 
various governmental forms of plant 
financing. 


KNOW THE AUTHORITY OF 
CONTRACTING OFFICER 


The cardinal principle of govern- 
ment contracting is to know the au- 


By J. Robley Janssen 


thority of the man who is the con- 
tracting officer for the government. 
The answer to this query is not read- 
ily available and it is suggested to any 
newcomer to the business that this 
matter be checked with counsel. With 
the many conflicting decisions being 
handed down in these times, one is at 
a loss to know just what the limits of 
authority of a contracting officer are, 
and under particular circumstances 
they are very difficult to analyze. In 
any event, the contract entered into 
with the government is largely a uni- 
lateral one, with the government set- 
ting forth the terms and conditions. 
One would naturally expect to find 
this condition where the procurement 
problem is carried on in such large 
proportions as that presently being 
undertaken by our government. This 
does not mean, however, that the con- 
tractor may not accomplish much by 
negotiation. If there is any one single 
thing that an individual should note 
in considering the matter of govern- 
ment contracts, it is that the problems 
which will arise can, in many in- 
stances, be settled by having them 
placed to rest in the contract. Inas- 
much as one’s imagination is, of 
course, limited, the likelihood of vis- 
ualizing all the possibilities for argu- 
ment is practically nil. 


FIXED PRICE AND FIXED FEE 
CONTRACTS 


Generally speaking, there are two 
types of supply contracts; the fixed 
price contracts, and the fixed fee con- 
tract. The fixed price contract is the 
normal commercial contract with 
which we are all familiar. The fixed 
fee contract is a form of contract 
which has been developed because 
of pressure upon the procurement 
agencies of the government to secure 
supplies without becoming involved 
in the time consuming procedure of 
negotiating a fixed price contract. 
This form of contract has also been 
brought about by the need of the con- 
tractors for funds with which to per- 
form the unusually large contracts 
which have been placed with them. 
The fixed fee form of contract has 
brought along with it the devices used 
to protect the government’s interests 
where they are furnishing the funds 
with which to perform, namely, the 
matter of segregation of materials to 
which the government acquires title 
upon their arrival at the work site. 

The particulars to be noticed in a 
fixed price contract with the govern- 
ment, or on which one should be in- 
formed if negotiating such a con- 
tract, are becoming less important as 








| LEARN THE RULES AND FOLLOW THEM TO THE LETTER 


That is the safest method of procedure in government con- 
tracting, states Mr. Janssen, who points out that even strict ob- 
servance of the rules is often not enough, as the government has 
a habit of making up new ones when it seems convenient. 

In this address, delivered before the Los Angeles Control of The 
Controllers Institute of America on April 16, Mr. J. Robley Jans- 
sen, Chief Accountant, Lockheed Aircraft Corporation, outlines 
the problems involved in fixed-fee and fixed-price contracting. 

His analyses and suggestions should be interesting—and valu- 
able—reading for all controllers today. 


—THE EDITOR 
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time elapses, because the government 
is practically abandoning this form of 
contracting on the larger jobs. How- 
ever, for those who might be con- 
cerned with this problem, the follow- 
ing are the principal items to be 
noted: 


ESCALATION CLAUSES 


1. With the increasing costs of la- 
bor and material, and the inability 
of this factor to be weighed intelli- 
gently in abnormal times, such a con- 
tract usually has some form of escala- 
tion clause in it. This clause, by 
setting a fixed index at the time the 
contract is negotiated, provides that 
the contractor shall be paid for vari- 
ances without his control from these 
standards. It is important to select 
a representative index on which to 
escalate. In some cases the indices 
included in contracts are unsatisfac- 
tory because the base of the index is 
too broad, and the variations in the 
items affected play only a small part 
in the variations of the index. 

2. The matter of financing the con- 
tract as the work progresses is cov- 
ered in a clause providing for partial 
payments, with title passing to the 
government on all materials on which 
said payments have been made. 

3. The contract also provides that 
the contractor may be furnished with 
working capital by way of advance 
payments prior to commencing the 
performance of the contract. 

4. In these trying times, with the 
government levying taxes of all forms 
with which to finance the war effort, 
there is the ever present tax clause 
relating to sales, use, excise and other 
forms of taxes. 

The important thing to note in 
highlighting these clauses, is that they 
are among the most important clauses 
in a fixed price contract, and by cover- 
ing them in negotiation, most of the 
problems to be incurred in the per- 
formance of the contract can be re- 
duced to a minimum. 

The fixed fee contract is, generally 
speaking, a reimbursement contract, 
providing that the contractor will be 
paid a certain fixed fee for the per- 
formance of the contract and will be 
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reimbursed for his costs. This form 
of contract also provides for advance 
payments with which to commence 
the performance of the contract. The 
matter of securing payment and fi- 
nancing the contract as the work pro- 
gresses is, of course, minimized be- 
cause the contract is fundamentally a 
reimbursement contract and payment 
for the work as it progresses naturally 
flows. As I have indicated before, 
that is the purpose of this form of con- 
tract and the problem is, therefore, 
a relatively minor one. There is also 
the tax clause in the fixed fee con- 
tract, which is important because the 
contractor must be assured that he is 
going to be reimbursed for all the 
taxes which may be paid during the 
performance of the contract, and fur- 
thermore, that he will be reimbursed 
for his expenses in connection with 
protecting the government's interests 
relative to taxes. 


A STITCH IN TIME 


The main thing to be noted ina gen- 
eral review of the types of supply con- 
tracts and principal clauses therein, 
is that anyone concerned should be 
fully informed of the problems with 
which he may be faced during 
the performance of a contract, and 
that he should by negotiation, inso- 
far as possible, place these matters at 
rest so they will not subsequently rise 
to smite him. If there is any doubt as 
to how a particular matter should be 
handled, it should be spelled out in 
the contract. This in itself may not 
solve the particular problem, as will 
be noted from a cursory review of the 
Comptroller General’s Decisions, but 
it will at least give the contractor a 
starting point. 

The costs allowed under the cost- 
plus-fixed-fee type of contract are 
those set forth in T.D. 5000, a very 
confusing document, because it was 
drawn for the purpose of administer- 
ing a profit limitations bill for the 
Treasury Department, and not for the 
purpose to which it is now being ap- 
plied, namely, the determination of 
the cost of performing a cost-plus-a- 
fixed-fee contract. Knowing this, 
the contractor, is placed on notice in 
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negotiating a  cost-plus-a-fixed-fee 
contract to set forth in detail in the 
contract any exceptions, or what he 
may think to be exceptions, to the 
allowable costs as indicated in the 
controlling document. There is the 
further confusing fact that the in- 
structions of the auditors for the pro- 
curement agencies are at variance with 
the principles laid down by T.D. 
5000, and therefore, the rules applied 
to the audit are different from those 
which the contract says will control. 
Consequently, it behooves one to be 
as fully informed as possible in seek- 
ing to spell out the exceptions to T.D. 
5000 in a cost-plus-a-fixed-fee con- 
tract, and to know to the fullest extent 
what particular rules are applied by 
the procurement agency in examining 
costs. 


RECORD KEEPING 


Now that we have discussed the 
general features of government sup- 
ply contracts, let us pursue the 
controller’s first concern, that of 
maintaining adequate records on the 
transaction here concerned. 

It may be stated generally that the 
government is becoming progres- 
sively concerned with the record 
keeping on supply contracts. It is 
continually narrowing the sphere of 
the contractor’s judgment in what 
shall be deemed to be proper records 
to be maintained on the contract. As 
an indication of this trend, the fol- 
lowing are excerpts from three con- 
tracts which have been in the process 
of being performed since January, 
1940: 


1. “Cost Records—The Contractor agrees 
to keep cost records in accordance with its 
own methods and practices of computing 
costs of all expenses incurred by it in con- 
nection with the performance of this con- 
tract and such records shall be available for 
inspection of the Contracting Officer or his 
representative after the completion or earlier 
termination of this contract. Such cost data 
shall be for the information of the Govern- 
ment, but shall in no way affect the con- 
tract price of the articles, spare parts, sup- 
plies or work covered by this contract. 

. ... That the manufacturing spaces and 
books of its own plant, affiliates, and sub- 
divisions shall at all times be subject to in- 
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spection and audit by any person designated 
by the Secretary of War, the Secretary of the 
Treasury and/or a duly authorized commit- 
tee of Congress.” 


2. “Inspection and Audit of Books—The 
Contractor agrees that the manufacturing 
plant, and books, of the Contractor, or such 
part of any manufacturing plant as may be en- 
gaged in furnishing or constructing ...., 
.... parts, or ... . accessories for the 
Government under this Contract, shall at all 
times be subject to inspection and audit by 
any person designated by the head of any 
executive department of the Government. 
The Contractor further agrees to incorporate 
in all subcontracts to this Contract a similar 
agreement, authorizing any person desig- 
nated by the head of any executive depart- 
ment of the Government to inspect and audit 
the plants and books of the subcontractor.” 


3. “The Contracting Officer and his rep- 
resentatives shall have access to all account- 
ing records applicable to this Contract. The 
method of accounting used by the Contractor 
shall be subject to the approval of the Con- 
tracting Officer but no material change will 
be made in the Contractor’s method if it 
conforms to good accounting practice and 
the costs are readily ascertainable therefrom. 
So far as practicable, the Contractor shall 
maintain a complete separate system of ac- 
counts for work under this Contract and 
shall preserve for a period of at least three 
years after completion or cessation of said 
work all the books, papers and other account- 
ing records pertaining thereto: Provided, 
that, if the Contractor, at any time after the 
three-year period has elapsed, desires to dis- 
pose of said books, papers and accounting 
records, he shall so notify the Chief of 
Branch who shall either authorize their de- 
struction or notify the Contractor to turn 
them over to the Government for disposi- 
tion.” 


4. “The system of accounting to be em- 
ployed by the Contractor shall be such as 
is satisfactory to the Contracting Officer, but 
no material change will be made in the Con- 
tractor’s methods if said methods conform to 
good accounting practice and the costs are 
readily ascertainable therefrom.” 

“The Contracting Officer shall have the 
right to decide which functions of checking 
and auditing are to be performed exclusively 
by the Government and to prescribe pro- 
cedures to be followed by the Contractor in 
such accounting, checking and auditing 
functions as he may continue to perform. 
The employment and number of personnel to 
be engaged by the Contractor for checking, 
auditing, and accounting work shall be sub- 
ject to the approval of the Contracting Off- 
cer and if, in the opinion of the Contracting 
Officer, the number of employees engaged 
in checking, auditing and accounting work 
is excessive, the Contractor shall make such 
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reductions in force as the Contracting Offi- 
cer deems necessary.” 


A review of the above cited clauses 
clearly indicates that the government 
is taking an ever increasing interest 
in the record-keeping features of their 
contracts. The above clauses are cited 
in chronological order, and illustrate 
the trend. It is interesting to note 
that the audit function is an active 
thing in the latter clauses, and was 
passive in the older contracts. The 
importance of the matter of nego- 
tiation is exemplified in the last clause 
above, wherein the government pro- 
posed to place only the second para- 
graph in the contract. This was 
avoided by the contractor’s represent- 
atives. 


AUDIT OF RECORDS 


The audit of the records is an- 
other matter with which the control- 
ler is greatly concerned. Until the 
recent proposal and insistence by the 
government that all contracts, fixed 
price or otherwise, should be subject 
to renegotiation as the contract was 
performed and the factors of cost be- 
came known, the audit of a fixed price 
contract was more or less academic in 
nature to the contractor. It will be 
noted in the first clause (1) cited 
above, entitled ‘Cost Records,” that 
the results of the examination in no 
way affected the price. However, it 
should not go unnoticed that the re- 
sults of the fixed price audit are an 
invaluable statistical record for the 
subsequent negotiation of fixed price 
contracts for similar articles by the 
procurement agency. 

The importance of auditing in- 
creases in the fixed fee contract can- 
not be exaggerated—in fact it is all 
important, inasmuch as the right of 
the contractor to reimbursement for 
the expenditures made is established 
by pre-audit on the job. One of the 
disturbing elements in a fixed fee con- 
tract to the contractor is that even 
though his items of cost may meet 
with approval by the representative 
of the procurement agency with 
which he is concerned and he, there- 
fore, secures reimbursement, he may 
subsequently find that an item is not 


an allowable element of cost as finally 
determined by the Comptroller Gen- 
eral, whose right to disallow an item 
of cost is not overcome by the ap- 
proval of the auditor for the procure- 
ment agency on the job. Thus, the 
audit of a fixed fee contract is not 
completed until the Comptroller Gen- 
eral has finished his examination and 
reimbursed the procurement agency, 
which may be many years hence. The 
high state of confusion is exemplified 
by these facts. The contractor is 
working under a contract which is 
controlled by T.D. 5000. The audi- 
tors for the procurement agency have 
a specific set of instructions which 
they apply to the material being ex- 
amined, regardless of T.D. 5000, and 
which material is further subject to 
review by the Comptroller General, 
who may not be concerned with the 
rules of the procurement agency, or 
T.D. 5000 when he finally approves 
the disbursement. 


GOVERNMENT WANTS RECORDS 


Many fixed fee contractors have 
recently received a request from the 
government to agree to turn over 
their records on the contract to the 
government upon completion thereof. 
Generally speaking, this is not agree- 
able to a contractor, inasmuch as his 
records are his only means of pro- 
ducing evidence in event of subse- 
quent litigation on the contract. The 
contractor could duplicate the records 
by some duplicating device which 
would greatly add to the cost of per- 
forming the contract and would be, 
in many cases, impossible, depending 
upon the definition of the word “rec- 
ords.”” If records include all supple- 
mentary information, it would be an 
insurmountable task to duplicate in- 
voices and other documents which go 
to make up the complete record of 
performing the contract. 

This recent request on the part of 
the government may be interpreted as 
a desire to cut down the cost of the 
war effort, which is an admirable ob- 
jective, and it may also be interpreted 
as a recognition of the present ap- 
parent waste of duplicating the con- 
tractor’s records by the procurement 








agencies in their audit procedures. As 
stated herein before, the government 
is becoming progressively concerned 
on the matter of record keeping on 
their contracts, and at the same time, 
is becoming aware that the problem 
is a very large one. This request, 
along with other indications, such as 
the recent redefinition of the term 
“expendable material” to include 
items used in performing the con- 
tract but not becoming an integral 
part of the supply being furnished, 
is a further evidence of the govern- 
ment’s recognition of the monu- 
mental task of accounting for their 
contracts. 

The government’s accountable of- 
ficer on a job is charged with the re- 
sponsibility of maintaining a record 
of all “non-expendable material,” 
and heretofore has had the very diffi- 
cult problem of accounting for items 
used in the performance of the con- 
tract but not entering into the supply 
being furnished, such as tooling, 
which is a wasting asset. The ramifi- 
cations of this problem are readily 
ascertainable with a little thought, 
and the reasons for the government’s 
recent action in issuing the request, 
and in changing the definition of 
“expendable material” are quite ob- 
vious. 


CORPORATE Costs Nor 
ALLOWABLE IN COST 


In times of emergency and war we 
are constantly faced with rapidly 
changing conditions, and matters 
which were controlling and impor- 
tant in normal times, lose their signif- 
icance under stress. A typical ex- 
ample of this is the regulation of the 
government in T.D. 5000 that corpo- 
rate costs, that is, costs necessary to 
maintain the corporate structure, are 
not an allowable element of cost. This 
was entirely true in normal times be- 
cause the contractor was assumed to 
be maintaining his corporate structure 
for the performance of the business 
which he was carrying on, and the 
share of the government’s business in 
his total business was relatively 
minor. However, now that the con- 
tractor’s business, in many cases, is 
composed of one hundred per cent. 
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government business, it is quite ap- 
parent that the costs of maintaining 
the corporate structure are necessar- 
ily costs of performing the work for 
the government, which is frequently 
all the work being done. This same 
line of reasoning is applicable to 
other items, such as interest on bor- 
rowed money, which is frowned 
upon in T.D. 5000. 


INTEREST CHARGED ON ADVANCE 
PAYMENTS 


In this connection, another disturb- 
ing matter has recently arisen. The 
War Department issued a directive 
that interest would be charged upon 
working capital in the form of ad- 
vance payments, which are provided 
under the contract, and that this in- 
terest would not be an allowable ele- 
ment of cost on a fixed price contract, 
and in the case of a fixed fee contract, 
would be deducted from the fee of 
the contractor. 

The advantage of having a clear un- 
derstanding of the meaning of terms, 
and a clarification thereof, on govern- 
ment contracts, has recently been 
brought home to many contractors. 
At the time of the outbreak of war 
many contractors were directed to go 
on a seven day week, twenty-four 
hours a day, and were advised that 
they would be reimbursed for addi- 
tional costs caused therefrom. In 
ordinary parlance, to “reimburse” 
means to pay forthwith. This, how- 
ever, is not the connotation which 
has been placed upon the term reim- 
bursement by the procurement agen- 
cies of the government. It has been 
defined to mean that the contractor 
shall renegotiate the contracts con- 
cerned and secure a change order pro- 
viding for the increase in unit price of 
the articles being supplied. In this 
one instance, the problem of deter- 
mining what costs were attributable 
to expediting the performance of a 
contract, let alone the matter of se- 
curing reimbursement in whatever 
form the government desires, is a 
monumental task. These several ex- 
amples which are cited again stress 
the importance of having, as far as 
possible, a clear understanding in 
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dealing in government contracts, and 
the importance of the controller's 
first duty, that of maintaining ad- 
equate records for his business. 


CONTROLLER'S BUSINESS 
RESPONSIBILITIES 


The controller is also concerned 
with the business aspects of a govern- 
ment contract if he is charged with 
seeing that the business is conducted 
in a safe, efficient and economical 
manner. The first broad, general 
business consideration with which a 
controller should be concerned is 
stopping unauthorized expenditures. 
He must, therefore, know the author- 
ity of the individual with whom he is 
doing business. He must be assured 
that the person authorizing work on 
behalf of the government is empow- 
ered to authorize the work, and that 
he will be paid upon completion of 
the work. The authority of repre- 
sentatives of the government is lim- 
ited in this respect and the controller 
must be sure he will be reimbursed; 
if he is not, he is shirking his re- 
sponsibility. 

The controller should also be con- 
cerned with the financial ability of 
his organization to perform a con- 
tract. He must look to the advisabil- 
ity of taking advance payments from 
the government to provide the work- 
ing capital for the enterprise, as op- 
posed to seeking credit in the normal 
commercial channels. The matter of 
having interest charged on this ad- 
vance payment, and said interest be- 
ing an unallowable element of cost or 
deductible from his fee, should be 
weighed against the advantages of 
conducting the business in the normal 
commercial way, if possible, and being 
relatively free from the requirements 
which must be met in order properly 
to protect the government's interests. 
He must be fully cognizant and in- 
formed of the responsibilities which 
are placed upon the contractor in ac- 
cepting advances from the govern- 
ment, that is, that the contractor is 
primarily liable therefor and is liable 
for the money passed out of the ad- 
vance funds to subcontractors in event 
of their financial failure. A full knowl- 
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edge of the financial aspects of per- 
forming the contract is imperative. 


Must CONSIDER FIXED PRICE 
vs. FIXED FEE 


If an option exists as to whether 
work shall be performed on a cost- 
plus-fixed-fee basis, or a fixed price 
basis, the controller should weigh 
carefully the advantage of having 
title to all material entering into the 
supply vested in the hands of the 
government, as opposed to the fixed 
price arrangement where, if partial 
payments are not received, title is in 
the contractor. This matter is partic- 
ularly important insofar as it is re- 
lated to war risks in vulnerable areas 
where the contractor may not wish to 
assume the responsibility for the in- 
ventory. The decision also has ram- 
ifications as related to property taxes 
and insurance, and other matters re- 
lating to inventory. The costs of 
these factors must, of course, be borne 
by the contractor on a fixed price con- 
tract. 

The controller should be fully 
aware of the tax problems relative to 
the performance of a contract, as the 
imposition of an unexpected tax may 
well eliminate the gain which is an- 
ticipated. The taxes concerned run 
the gamut of federal and state taxes 
in their various forms, and in the 
infinite variety in which they are in- 
curred in operations in particular lo- 
cations. Although the matters of 
Federal income, surtax and excess 
profits taxes have received consider- 
able attention in recent years, the im- 
portance of the miscellaneous taxes 
which are incurred in operations must 
not be overlooked. 


PROBLEMS OF MATERIAL CONTROL 


The problems of material control 
brought about by the war effort, and 
the necessity in connection therewith 
of a large volume of subcontracting, 
should be carefully reviewed. The 
prime contractor has the responsibil- 
ity of accounting for the government’s 
material and tools in the hands of 
subcontractors, and of protecting the 
government's interest in the materi- 
als. This is becoming increasingly 
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important since our problem is one of 
conservation of materials vital to the 
war effort. Subcontracting carries 
with it the responsibility of seeing 
that the subcontractor is financially 
able to perform the work being let, 
inasmuch as the prime contractor is li- 
able for the monies passed on to the 
subcontractor out of advances from 
the government, and is also responsi- 
ble for timely performance in accord- 
ance with the terms of the contract. 


PROFITS DEPEND ON RECORD 
KEEPING 


Particular care should be directed 
to the matter of keeping adequate rec- 
ords on the contract. The question 
of profit or loss on the cost-plus-fixed- 
fee form of operation is, in a large 
measure, the responsibility of those 
charged with the record keeping. This 
may involve, in many cases, the chang- 
ing of one’s sights as to what adequate 
record keeping is, under the circum- 
stances with which we are now faced. 
It must be remembered that the gov- 
ernment expects a great deal by way 
of record keeping and, under the cost- 
plus-fixed-fee form of operations, is 


Lower Profits 
Ahead for 


Speaking before the National Re- 
tail Dry Goods Association of America 
in Chicago on June 16, Mr. John A. 
Donaldson, Financial Vice President 
of Butler Brothers and President of 
The Controllers Institute of America, 
declared that the problem facing 
American retailers today is to “put 
their houses in order” for lower vol- 
ume and narrower profit margins, so 
that their organizations will be fitted 
to survive the war with as little loss 
of efficiency as possible. 

Stating that the days of easy profits 
are gone, Mr. Donaldson declared: 
“It is probable that fall 1942 total re- 
tail volume will be under that of a 
year ago. The speculative urge in 
consumer buying is gone. To meet 
the situation in a sound way will take 
more skill and ability than has been 





willing to pay for it. This offers the 
contractor an opportunity to develop 
control devices which heretofore may 
have been considered unnecessary, be- 
cause in so doing, he is protecting the 
government’s interests, which is of 
prime importance these days. It gives 
those of us who are charged with this 
responsibility, who are concerned 
with this article, an excellent oppor- 
tunity to learn more about our busi- 
ness and perform a real part in the 
war effort. 

The latter points which I have 
mentioned as the business considera- 
tions which must be weighed by the 
controller in order to conduct his 
business safely, efficiently, and eco- 
nomically, are the principal ones. 
There are, of course, others, and ram- 
ifications of those mentioned, which 
could well be the subject of a separate 
paper. 

In summarizing the comments con- 
tained in this dissertation, it would 
be well to recall the statement of an 
eminent authority on this matter— 
that the most important single ob- 
servation to be made is to learn the 
tules of the government and to hew 
to them without exception. 


and Volume 
Retailers 


required of retail management for a 
number of years.” 

Demonstrating that markups and 
increasing merchandise costs have 
placed a dollar valuation on retail in- 
ventories that is now at least 125 per 
cent. ahead of the January, 1941, val- 
uations, Mr. Donaldson said that the 
result, to most retail companies, has 
been an element of inflated or ab- 
normal values in their inventories in 
an amount probably equal to their 
combined 1941 and 1942 net profits. 

“With the general price ceilings 
now in effect and with a potential 
general limitation of merchandise in- 
ventories some time this fall, it would 
seem that much more nearly normal 
inventories and commitments should 
be planned for the end of this fiscal 
year.” 











Current Developments 


At this time of year, busy financial 
officers who have just survived, with 
the benefit of extensions of time and 
similar aids, the income tax return pe- 
riod, would doubtless prefer to turn 
their attention to more pleasant sub- 
jects such as summer vacations or per- 
haps even catching up with their mail. 
Congress and the powers that be in 
Washington, however, seem deter- 
mined that at no time shall business 
men be allowed to forget their tax 
burdens, present and prospective. 
Therefore, taxation which formerly 
was definitely a seasonal industry just 
following the Christmas toy trade, has 
now become a steady, year-round type 
of enterprise. 

Nevertheless, this is not the most 
fortunate time to discuss the topic of 
most interest, current revenue legisla- 
tion, because we are just out of the fry- 
ing pan but not yet into the fire. All 
indications are that the ‘‘fire” will not 
partake of the character of anything so 
cool and refreshing as a blowtorch, but 
will more resemble thermite. Accord- 
ingly, a brief discussion of what Fed- 
eral taxes are to be expected by cor- 
porations seems in order. This will be 
followed by some suggestions as to tax 
matters of particular interest in the 
light of the current situation. 


I. The New Revenue Bill 


Since the 1942 Revenue Bill is now 
in an embryonic stage, any definite 
statements as to what it will contain 
must be understood to be pure proph- 
esy. Nevertheless, the Ways and 
Means Committee which is now con- 
sidering the Bill has given some indi- 
cations as to its views and there are 
some topics which appear sufficiently 
promising to merit discussion. 

1. Corporation tax structure. There 
appears to have been some confusion 
as to the nature of the corporate tax 
structure which the Ways and Means 


Taxation 
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Committee claims it has agreed upon. 
Actually, it seems to be quite simple— 
more so than the present law. Its ef- 
fect may be summarized as follows: 
There is imposed a total normal and 
surtax of 34 per cent. on the first $25,- 
000 and 40 per cent. on the balance of 
net income up to the amount of the 
excess profits credit. Upon the ad- 
justed excess profits net income (net 
incomes less excess profits credit) is im- 
posed a flat excess profits tax of 94 
per cent., without graduations. No 
further tax is imposed upon the re- 
maining six per cent of adjusted ex- 
cess profits net income. Apparently no 
change is intended with respect to the 
average earnings method of comput- 
ing the excess profits credit. The in- 
vested capital method is to be changed 
to reduce the percentages of invested 
capital allowed as a credit. They will 
range from eight per cent. on the first 
$5,000,000 to five per cent. on the ex- 
cess over $200,000,000. 


2. General Relief to be expanded. 
There is a widespread belief, appar- 
ently shared by the Treasury Depart- 
ment, that the excess profits tax works 
very great hardship in many special 
and unusual cases. Some effort has al- 
ready been made to grant relief. The 
original Excess Profits Tax Act dealt 
with this problem to a certain extent. 


in Federal 


It provided that in cases where taxpay- 
ers received some type of income 
which was abnormal thus subjecting 
them to a higher excess profits tax, the 
abnormal item should be placed in the 
year or years over which it arose, and 
eliminated from the year in which re- 
ceived. Also the Commissioner was 
given power, so vague as to be useless, 
to adjust abnormalities affecting in- 
come or capital. In the Amendments 
of March 1941, these provisions were 
revised and the revised provisions are 
still law. Section 721 provides that 
where the taxpayer receives certain 
types of income such as payment of a 
judgment, or income resulting from 
discovery or research, and the amount 
of such type of income is more than 
125 per cent. of the average amount of 
that type for the four preceding years, 
then the income of that type during 
the year shall be spread over a longer 
period to which it may properly be at- 
tributed. Section 722 provides for a 
refund of tax where the taxpayer, on 
the average earnings method, can show 
that the average earnings credit was 
not truly representative because of ab- 
normal events or a change in the char- 
acter of the business. 

Nevertheless, these relief provisions 
do not allow sufficient latitude in the 
light of proposed high rates. It seems 
probable, therefore, that further relief 
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To mention a few of the tax situations on which controllers to- 
day must keep posted, one could enumerate: The annual redec- 
laration for capital stock tax, ceilings on income, deduction of 
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will be provided. There is a consider- 
able body of opinion, including some 
of the Congressional advisers, favoring 
use of some form of special assessment 
based on comparison to similarly situ- 
ated taxpayers, or to average figures 
obtained with respect to the same 
industry. This would involve many 
complications but might be helpful. 
Another proposal is to establish an in- 
dependent board of experts to study 
individual cases, and reach a fair de- 
cision on basis of very general stand- 
ards. The Treasury had suggested 
something along this line. It seems 
reasonable to expect that any corpora- 
tion which can make a convincing 
showing that the excess profits tax 
treats it unfairly as compared to its 
competitors will have some chance of 
relief after new legislation is passed. 
It must be recognized, however, that 
this is an exceedingly difficult problem 
to solve and the process of obtaining 
relief will be a long and hard one. 

3. Post-war Reserves. There has 
been a large amount of discussion by 
the Ways and Means Committee with 
respect to allowing some form of de- 
duction to enable corporations to ac- 
cumulate a reserve to provide financing 
for dealing with post-war readjust- 
ment. This is unquestionably one of 
the most important problems with 
which Congress is confronted. If we 
win the war, only to lose the peace due 
to a tremendous contraction in produc- 
tion and an accompanying uncontrol- 
lable depression, it will be a major 
tragedy. For those of us who desire to 
see private enterprise continued after 
the war, it is imperative that such en- 
terprise be permitted to obtain ade- 
quate financing at the end of the war 
so that it can become venturesome and 
change over immediately to a high 
level of production of peacetime prod- 
ucts. 

Some have hoped that an outright 
deduction, measured by sales or other- 
wise, would be allowed for reserves 
accumulated for the post-war problem. 
This is not politically feasible nor does 
it fit in with the needs of the Treasury 
for financing. The Ways and Means 
Committee is considering with favor, 
plans which will provide for issuance 
to corporations of a special type of 
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bonds non-transferable until after the 
war. The amount of such bonds 
would be measured by a percentage, 
perhaps as high as 20 per cent., of 
excess profits net income. Proceeds of 
the bonds might be taxable but would 
be available immediately after the war 
to finance any type of business opera- 
tion. It would appear that this sort of 
provision, in the light of inevitable 
confiscatory excess profits taxes, would 
be of the highest importance to cor- 
porations. And yet members of the 
Ways and Means Committee have 
stated that they are amazed that they 
have not received any substantial 
amount of communications supporting 
this proposal. 

Private enterprise will probably re- 
ceive just one more chance to justify 
its existence; if it misses this chance 
after the war, it will be all through. A 
post-war reserve recognized for tax 
purposes will be invaluable to assist in 
accomplishing this job. Correspond- 
ence to Congressmen supporting this 
proposal is most desirable. 


4, Annual redeclaration for capital 
stock tax. It is most gratifying that 
the Ways and Means Committee has 
announced that it has approved an an- 
nual redeclaration for the capital stock 
tax. Since the Treasury recommended 
complete repeal of the capital stock 
tax, it seems most likely that at least 
the proposal for an annual redeclara- 
tion will be adopted. All those who are 
poor clairvoyants should be delighted at 
this prospective change. 

5. Ceiling on income. Wide com- 
ment has been aroused with respect to 
the President’s proposal for a ceiling 
of $25,000 on income after taxes. In 
the first place, it should be noted that 
this proposal has no real relation to 
preventing inflation, which was its 
ostensible purpose; excess of income 
over $25,000 is not used for purposes 
which contribute to inflation—the pro- 
posal was purely a political one. So 
far, Congress has reacted to it most 
negatively, though for political rea- 
sons, rather silently. It seems quite un- 
likely that such a provision will be- 
come a part of the revenue laws. 

There are two other approaches to 
the problem, however. The Treasury 
has hinted that it will deal with the 


matter through its power to disallow 
as a deduction, unreasonable compen- 
sation. Undoubtedly the Treasury can 
get by with some additional strictness 
in applying this provision, but its ac- 
tion is always subject to review by the 
Board of Tax Appeals and the Courts, 
and it would be impossible for the 
Treasury to impose a flat $25,000 ceil- 
ing by this means. For those who have 
government contracts, however, the 
War and Navy Departments have a 
more effective means for dealing with 
the problem, for they are already disal- 
lowing as contract costs, any amounts 
paid to officers in excess of $25,000 
before taxes. For those doing a sub- 
stantial amount of government busi- 
ness, this is very effective. 


6. Deduction of debts. Recently 
there has been some publicity with re- 
spect to the allowance of some kind of 
deduction for payment of debts. This 
could readily be justified by reference 
to the President’s message on inflation 
in which he recommended payment of 
debts as an anti-inflationary measure. 
With the prospective high rates it will 
be impossible for most taxpayers to 
take care of indebtedness unless such 
a provision is made. It appears doubt- 
ful that an outright deduction can be 
allowed for the full amount of debts 
paid, but it is quite possible that pro- 
vision may be made for some tax ad- 
vantage resulting from payment of 
debts. 


7. Treatment of foreign losses. A 
very interesting problem arose after 
Pearl Harbor in the case of taxpayers 
having foreign properties or foreign 
investments. In many cases these have 
been lost to the enemy, but it is im- 
possible to establish the facts convinc- 
ingly. Also in the case of foreign op- 
erating subsidiaries, the year 1941 had 
resulted in substantial profits, and the 
loss of property occurred at the begin- 
ning of 1942, so that if a deduction is 
allowed only for 1942, there will be 
no income from which to deduct it, 
despite the fact that the enterprise has 
been put out of business. A confer- 
ence committee has been established by 
the United States Chamber of Com- 
merce to present the problems of tax- 
payers in this predicament and there 
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is a good chance of some action being 
taken. 


8. Bad debt and worthless stock de- 
duction. One of the worst spots in the 
administration of the income tax has 
been the problem with respect to the 
proper year for deduction of bad debts 
and loss of worthless stock. In recent 
years these factual problems have 
probably contributed more tax litiga- 
tion than any other class of cases. It is 
a fruitless type of controversy since the 
only question is to determine when a 
perfectly proper deduction should be 
taken. The Treasury has proposed an 
amendment which will improve the 
situation. The proposal is simply to 
extend to seven years the statute of 
limitations with respect to refund 
claims based on bad debts or worthless 
stock. Thus if the taxpayer is turned 
down on a deduction for a later year, 
he can file a refund claim for the cor- 
rect earlier year even though normally 
the statute of limitations would have 
run. 


II. Topics for Current 
Consideration 


Demands of the war and exceed- 
ingly high tax rates have presented a 
number of problems of current inter- 
est which were formerly less impor- 
tant. A few of these will be discussed. 


1: Employees’ trusts. There has 
been much discussion and considera- 
tion given within the last year to the 
establishment by employers of various 
types of employees’ trusts involving 
profit-sharing plans or pension plans. 
Much of this discussion has been moti- 
vated by tax considerations which have 
certainly been a great inducement. 
Consideration of the subject has been 
greatly stimulated recently by insur- 
ance representatives. Whenever any 
employer commences consideration of 
this subject, however, it should at all 
times be kept in mind that the basic 
purpose of these plans is not to save 
taxes or buy insurance but to improve 
employee relations and thereby to pro- 
mote the business of the employer. 
Viewed in this light the subject be- 
comes a very broad one with respect to 
which the employer would do well to 
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obtain the assistance of the best ex- 
perts available. 

There are a host of problems to be 
considered and solved in setting up an 
employees’ trust. The number of em- 
ployees to be covered, the measure of 
amounts to be contributed for them, 
whether they are to receive some 
amount from the trust in case of sepa- 
ration before retirement, whether the 
plan is to be primarily for profit-shar- 
ing, or to provide for retirement, are 
but a few of the questions. These 
should most certainly be decided by 
reference to sound employee relations. 

Due to current high individual tax 
rates, top executives have given con- 
siderable attention to deferred com- 
pensation trusts available only to key 
men, and at this point the tax aspect 
becomes much more important. Ob- 
viously it would be of great advantage 
to a high-salaried executive to defer 
receipt of the top portion of his salary, 
which would be subject to 60 or 70 
per cent. rates, until his retirement pe- 
riod, when his income and tax brackets 
will be far lower. At least until this 
year, such a result could be accom- 
plished through the establishment of a 
pension trust for key men, assuming, 
of course, that amounts paid to the 
trust were bona fide compensation, 
and not disguised dividends to stock- 
holders. 

The technique was quite simple. A 
trust was established to which the cor- 
poration paid, irrevocably, certain sums 
for each executive. If such payment 
was reasonable and irrevocable, the 
corporation could be assured of a de- 
duction for the amount paid. The 
amount was not available in any man- 
ner to the executive, however, until 
his retirement period. If the trust 
avoided giving any control over the 
fund to the executive, his income tax 
would be deferred until the time of re- 
ceipt. In the meantime the fund was 
invested in life insurance or annuities 
or otherwise. 


TREASURY OPPOSES “KEY MAN” 
RETIREMENT TRUSTS 


The Treasury, however, has for 
some time been opposing this type of 
trust, not so much on account of tax 
considerations as because they believe 
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these plans socially unsound. They 
favor broad plans available to all em- 
ployees, but not the key-man type of 
plan. Accordingly, this year the Treas- 
ury has proposed rather severe limita- 
tions with respect to pension plans 
which will be allowed to accomplish 
the above tax purposes. The effect of 
these limitations should be understood, 
however. There are three taxpayers to 
be considered: the employer, the trust, 
and the employee. The Treasury lim- 
itations will not particularly affect the 
employer—if payments are irrevocably 
made so that the employees’ interest is 
nonforfeitable and are reasonable when 
viewed in conjunction with other sal- 
ary, a deduction will be allowed. The 
existing law provides for exemption of 
the employees’ trust from payment of 
tax upon its income, and most of the 
Treasury proposals involve further re- 
strictions as to the types of trusts 
which will receive this exemption. 
These restrictions are as follows: 


1. The trust must be available to 70 per 
cent. or more of the employees except those 
having less than five years of service, or to 
special classes approved by the Commis- 
sioner. 

2. Benefits must be determined in the 
same manner with respect to all employees, 
and should not discriminate in favor of top 
executives. 

3. The interest of an employee in the 
fund must be vested so that if he leaves the 
company he will receive at least a portion 
of it. 

4, Adequate provision must be made for 
disposition of proceeds to employees in 
event of premature dissolution of the trust. 


The Treasury proposed that if a 
trust does not meet these standards, 
and if the interest of the employees is 
not nonforfeitable, then the employer 
will lose the deduction—this could 
easily be avoided by making the inter- 
est nonforfeitable. The important fea- 
ture, however, was the proposal with 
respect to the employees—if the trust 
does not qualify, they are to be taxed 
upon the amount paid to the trust for 
them in the year of payment. Thus the 
entire tax advantage would be de- 
feated. Furthermore, even though a 
trust might otherwise qualify, if the 
employer contributes for an employee 
an amount which will provide him 
with benefits of over $7,500 per year, 
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he is to be taxed immediately upon 
such excess. 

With these proposals pending, it is 
obvious that it is unwise to establish 
any employees’ plan until the new 
Revenue Bill is passed so that it can 
be determined what the law will be. 
There has been much opposition to the 
Treasury proposals, and it is likely that 
they will at least be modified. If an 
employer is considering a broad em- 
ployees’ plan to be available on equal 
terms to most of the employees, then 
probably the new law will permit it 
and there is no reason to interrupt such 
consideration, though the plan should 
not be placed in operation until the 
new law can be studied. If considera- 
tion is being given to a key-man type 
of trust, however, its attractiveness will 
depend entirely upon whether or not 
the Treasury succeeds in convincing 
Congress to adopt its proposals. 


2. Accelerated depreciation. Every 
business which has become engaged in 
war work should give consideration to 
accelerating its depreciation and in- 
creasing its deductions during the pe- 
riod of the war. There is probably not 
much justification for this with respect 
to buildings except in isolated cases, 
but in the case of machinery and all 
types of equipment, the increased de- 
mands of war work will unquestion- 
ably justify higher depreciation rates. 
The matter of establishing such higher 


rates to the satisfaction of the Bureau’ 


is of considerable difficulty, however, 
and to be fully successful should in- 
volve some real effort on the part of 
the taxpayer. 

There is ample authority sustaining 
an increase in the depreciation rate 
where operations are stepped up from 
one shift to two. The Bureau should 
allow a doubling of the depreciation 
without a great deal of argument, and 
if the taxpayer is content with this, 
based on the previously allowed depre- 
ciation rate, perhaps no great difh- 
culty will be experienced. 

However, there are other factors 
which justify higher depreciation, in- 
cluding the use of equipment by inex- 
perienced personnel, higher speed use, 
and inadequate maintenance. Making 
a convincing showing with respect to 
these factors will be much more diffh- 
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cult, although there is no doubt as to 
their justifying higher depreciation de- 
ductions if they can be proven. 

In planning a campaign to obtain 
increased depreciation it should always 
be kept in mind that the use of com- 
posite rates applied to a large group of 
assets is theoretically unsound. In 
theory, a factual study should be made 
as to the probable life, in view of cur- 
rent operating conditions, of each spe- 
cific item of equipment and machinery, 
and depreciation should be fixed ac- 
cordingly. To be effective with the 
Bureau of Internal Revenue, the prob- 
lem should be approached in this man- 
ner. Records should be established re- 
lating to specific items and to the 
extent practicable, a study should be 
made with respect to each item as to 
its probable life, the applicable use 
factors, and the like. If the taxpayer 
can show the Bureau that it has ac- 
tually made a study of the deprecia- 
tion situation which is based on facts 
and is logically sound and which sup- 
ports the rates claimed, it will be far 
easier to arrive at a satisfactory agree- 
ment with the Bureau concerning the 
depreciation rates. And if no agree- 
ment is reached, such a study is essen- 
tial to the presentation of an adequate 
case in the Board or the courts. 


3. Amortization. Fortunately it can 
now be said that most of the main 
problems with respect to amortization 
have either been eliminated by legisla- 
tion, as in the case of the vexing non- 
reimbursement provisions, or through 
administrative action. There is one 
problem as to which perhaps a word 
of caution is in order. It is common 
these days for firms engaged in war 
production to acquire land and build- 
ings and plants which have been in use 
by someone else for a long period of 
time, and which were originally ac- 
quired long before June 10, 1940. 
Where this occurs, some difficulty will 
be experienced in obtaining the re- 
quired Necessity Certificates. The rea- 
son is that since the statute makes amor- 
tization available only as to facilities 
constructed or acquired after June 10, 
1940, the War and Navy Departments 
must be careful to avoid issuing cer- 
tificates in cases where a fictitious sale 
is made in order to obtain amortization 


on facilities not otherwise amortizable. 
Furthermore, in many cases such trans- 
fers cannot be demonstrated to be 
necessary in the interest of national de- 
fense. 

Thus, if ““A’’ Company owns a ma- 
chine shop which it has operated for 
ten years and is using to make war ma- 
terials, it can hardly be shown that it 
is necessary in the interest of national 
defense for ‘‘B’” Company to acquire 
the machine shop and continue to 
make war materials. If, however, ‘“B” 
Company can show that “A’’ Company 
was about to go out of business and 
quit making war materials, or if the 
facilities acquired were used by the 
seller for making products uncon- 
nected with the war, then “B’’ Com- 
pany should be entitled to a Necessity 
Certificate. It will be necessary ade- 
quately to present these facts, and it is 
wise to do so in the original applica- 
tion for a Certificate, to dispel at once 
any suspicions which might otherwise 
arise. 


4. Development and engineering. 
For any firm now engaging in war pro- 
duction, the subject of development 
and engineering expenses will un- 
doubtedly be an important one from a 
tax standpoint. At the outset it should 
be pointed out that there is no option 
to treat these costs as expenses deduct- 
ible in the year they are incurred, or 
as capital items to be spread over the 
life of the resulting product. The law 
is clear to the effect that development 
and engineering costs are capital items 
to be treated as such for tax purposes. 

Accordingly, the proper procedure 
is to make an estimate of the number 
which will be produced of the units to 
which the development and engineer- 
ing relate, and to spread the cost over 
that number of units. It will usually 
happen, of course, that the estimate 
later proves to be too high or too low; 
for example, another unexpected con- 
tract may be obtained when the first 
one is half performed. There is little 
law as to correct procedure in such a 
situation, but from a theoretical stand- 
point it seems clear that when this first 
becomes apparent, it is not proper to 
go back and revise the treatment of 
these costs in earlier periods. On the 
other hand, the remaining cost should 
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be spread over the revised estimate of 
units. Although this appears to be the 
correct procedure, it may be that in 
particular cases where it is to the ad- 
vantage of the Treasury, revenue 
agents may attempt to use hindsight 
and revise the treatment of these costs 
back to the beginning. 

A much more difficult problem 
arises with respect to development and 
engineering costs which prove to be 
unfruitful and hence should be al- 
lowed as losses. Often the work in- 
volved spreads over two or three years, 
and at the end of that period the sad 
fact is discovered that the work re- 
sulted in nothing of value. When that 
fact is, discovered, the taxpayer is, of 
course, entitled to a loss deduction. 
Since the matter revolves largely 
around a state of mind of the tax- 
payer, however, the situation is fraught 
with possibilities of dispute and con- 
troversy. Also it should be noted that 
the time of taking the deduction is 
largely within the control of the tax- 
payer. By carrying on further with the 
work, the deduction can be postponed 
accordingly. Whenever it is deter- 
mined to abandon the project, how- 
ever, all possible steps should be taken 
to establish a clear record that the 
abandonment occurred. Any physical 
results of the work, such as plans, ex- 
perimental models, and so forth, 
should be thrown completely out of 
the plant. Adequate memoranda 
should be written and preserved recit- 
ing the facts upon which the abandon- 
ment is based, directing that no further 
work be carried on, and in important 
cases, a proper resolution by the Board 
of Directors should be helpful. In 
other words, the question is almost en- 
tirely one of fact as to state of mind, 
and all possible outward acts corrob- 
orating that state of mind should be 
made a part of the record supporting 
the deduction. 


II. Current Trends in 
Court Decisions 


It is, of course, not possible to cover 
all of the recent court decisions of out- 
standing interest, and as a matter of 
fact most of the important recent de- 
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cisions have been in the field of per- 
sonal taxes rather than business taxes. 
There are one or two trends, however, 
which are interesting. 


1. Stock Dividends. As everyone 
knows, Ezsner v. Macomber decided in 
1920 that a dividend of common stock 
distributed on common stock, is not 
taxable. Everyone thought, until 1936, 
that this meant that all stock dividends, 
such as preferred on common and 
common on preferred were likewise 
not taxable as income. However, it 
was then held in the Koshland case 
that common on preferred, with com- 
mon outstanding, was taxable, and in 
the Gowran case that preferred on 
common with preferred outstanding 
was taxable. Then it was through that 
perhaps preferred on common with no 
preferred outstanding was nontaxable 
since there was actually no change in 
position, but the Board held in the 
Kelly case that this was also taxable. 
This view was also affirmed by the 
Second Circuit Court of Appeals in a 
case where one individual owned all 
of the common stock before the divi- 
dend, in the Strassburger case which is 
now pending before the Supreme 
Court. On the other hand, the 9th Cir- 
cuit Court of Appeals recently held in 
the Sprouse case, which was just ac- 
cepted by the Supreme Court for re- 
view, that a dividend of non-voting 
common on both voting and non-vot- 
ing common which were outstanding, 
was not taxable. The Board recently 
held in the Griffishs case that a divi- 
dend of common with only common 
outstanding was not taxable. 

The foregoing review of the history 
of the situation is to bring out the fact 
that until very recently it has always 
been assumed that at least a dividend 
of common with no preferred out- 
standing is nontaxable. One of our 
large aircraft companies made such a 
distribution on that assumption last 
fall. Recently, however, the Treasury 
Department has indicated that it is its 
intention to take the doctrine of Ezsner 
v. Macomber to the Supreme Court in 
an attempt to get it overruled. For ex- 
ample, the Treasury announced that it 
will appeal the Griffiths case, referred 
to above, and, of course, caused the 
Sprouse and Strassburger cases to reach 
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the Supreme Court. With the present 
Supreme Court there is a strong chance 
that Eisner v. Macomber may be over- 
ruled. 

Accordingly, it seems most unwise 
at this time to plan any distributions 
of stock dividends of any kind on the 
assumption that the dividends are not 
to be taxable to the stockholders upon 
receipt, for a decision by the Supreme 
Court in favor of taxability might be 
applied retroactively. I have been in- 
formed by an official of the Treasury 
Department that in such an event the 
Treasury would seek curative legisla- 
tion protecting those who received 
dividends prior to such a decision 
which were believed to be nontaxable 
under the doctrine of Ezsner v. Ma- 
comber. However, any corporation 
which distributed nontaxable stock 
dividends during the period of the un- 
distributed profits tax should file a 
claim for refund, since an additional 
dividends paid credit would be allow- 
able if the dividend were held taxable. 


2. Treatment of Bad Debt Recover- 
eries. During the depression many tax- 
payers took deductions for bad debts. 
Later on, to their intense delight, it 
turned out that the debts were not bad 
after all, because the debtors paid 
them off. The problem of how to treat 
the amount thus recovered for Federal 
income tax purposes, has caused some 
confusion which is not yet cleared 
away. The Regulations now provide 
that the amount thus recovered is tax- 
able income in full regardless of the 
amount of benefit derived by the tax- 
payer from the deduction in the earlier 
year; however the deduction may 
merely have added to a loss. This Reg- 
ulation represents the results of some 
mental turmoil on the part of the 
Treasury, for during 1939 and part of 


- 1940 the Treasury held that the recov- 


ery was income only to the extent that 
the deduction in the earlier year ef- 
fected a reduction in tax liability. The 
Board of Tax Appeals upheld the lat- 
ter view, and has continued to do so 
up to the present time. A District 
Court in Philadelphia in The Philadel- 
phia National Bank case has held in 
accordance with the Board of Tax Ap- 
peals. A District Court in Kentucky 
in the Stearns Coal & Lumber Co. case 
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has held in accordance with the pres- 
ent Treasury Regulation, that the bad 
debt recovery is income in the full 
amount in any event. Thus it is appar- 
ent that the present situation is thor- 
oughly confused, and taxpayers should 
all protect themselves by taking the 
most favorable view, including as in- 
come only so much of the bad debt re- 
covered as actually resulted in a reduc- 
tion in tax liability in the earlier year. 

To the credit of the Treasury it 
should be said, however, that it has 
recognized the unfortunate results of 
the present confusion because it has 
proposed to Congress that it enact an 
amendment making the bad debt re- 
covery, income only to the extent that 
it resulted in a tax benefit in the year 
of the deduction. It was suggested that 
the same treatment be provided with 
respect to refunds of taxes previously 
deducted, where the same problem ex- 
ists. It may be hoped, therefore, that 
ultimately this problem will be solved 
in a satisfactory manner. 


* * * 


The Chairman then opened the 
meeting for questions: 


Question: 

What effect will the new tax bill 
have on employee pension trusts cre- 
ated prior to 1942? 


Mr. Shaw: 

Nobody knows; the Treasury pro- 
posal would cast them by the wayside 
and you would have to start all over 
again. Some of the witnesses who testi- 
fied very effectively before the Ways 
and Means Committee pointed out the 
hardship; the Telephone Company 
particularly, because they have a very 
large pension plan. They had a lot of 
witnesses down there and they, and 
others, pointed out that it was a great 
hardship to impose the new restric- 
tions on plans in effect for many years 
and operating smoothly. It is possible, 
of course, that any changes will be 
made applicable only to plans set up 
hereafter. 


Question: 

Talking of depreciation which is ac- 
celerated through double shifts—what 
are you going to do when the accel- 
eration is deceleration ? 
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Mr. Shaw: 

Well, if you follow my reasoning 
consistently, you would be up against 
it. I do not know that there is any 
very clear answer that is helpful in 
that situation because obviously the 
logic of it would require a reduction 
in your depreciation rate, except that 
you can probably say that the obsoles- 
cence factor might be sufficient to pro- 
tect your existing rate, even though 
your use of the machinery would be 
less than formerly. 


Question: 
Do you think a general Federal sales 
tax is desirable ? 


Mr. Shaw: 

That is a big subject as to which 
everybody has his own point of view. 
My personal opinion has always been 
in opposition to a Federal sales tax on 
the theory that the tax is the heaviest 
on those least able to pay, because the 
people at the bottom of the income 
brackets are the ones that spend the 
greatest proportion of income for com- 
modities. 

However, we are dealing with a dif- 
ferent situation now than the one we 
have always had heretofore, where the 
principles of ability to pay had some 
bearing, and I am not so sure but that 
a proper sales tax would be a good 
thing. I think it is in the lap of the 
Gods as to whether we will have it. 

To amplify my statements—I think 
it is obvious that we have to get at the 
inflation problem in some more ade- 
quate manner than thus far, because 
we are going to have some twenty bil- 
lion dollars of income which will have 
nothing to buy—and inflation is go- 
ing to run away with us if we do not 
control it. Taxation seems to be one 
of the effective ways of doing it. 
Nothing has been proposed yet which 
seems to be adequate. I read some- 
thing interesting the other day—even 
the new Treasury proposals with refer- 
ence to personal income tax ates, 
which will raise some two or three bil- 
lion dollars, nearly all comes out of 
people in brackets above the bottom 
ones—who are not the people at all 
who are receiving this twenty billion 
dollars, which is NEW income. Those 
receiving that are the wage earners at 


the bottom of the tax brackets, and we 
will be getting not more than five hun- 
dred million dollars out of them—yet 
they are receiving the increased in- 
come, which is the inflationary incen- 
tive. We must get at them through a 
Federal sales tax or lowering income 
tax exemptions, or some other way. 

The sales tax of the type the Federal 
government has heretofore passed is a 
manufacturers’ sales tax and is defi- 
nitely not the kind to produce inflation 
control, because the markup goes right 
on top of the tax, and the result of the 
tax on a manufacturer is to raise prices 
by two or three times the amount of 
the tax. The only way that a sales 
tax can do the job is by a retail sales 
tax. It would make more burdensome 
the raising of money by the States, and 
infringes on one of their principal 
sources of revenue. I think, however, 
there is a good chance that we will 
come to it. It will set up a whole new 
field of complications and administra- 
tive structure. 


Question: 

Would you be willing to express 
your opinion with respect to joint re- 
turns as against separate returns? Do 
you believe that is an unfair advan- 
tage to those taxpayers living in com- 
munity property states ? 


Mr. Shaw: 

Your question is really two ques- 
tions. I might point out first that the 
proposal getting the most discussion at 
the moment is one for joint returns, 
which has nothing to do with com- 
munity property, except that it will 
raise a lot of revenue in community 
property states. That is a proposal to 
require husbands and wives in all 
states to include all of their combined 
income in one return and pay surtaxes 
accordingly. However, it is not clear 
yet that joint returns will be adopted 
by Congress. The eight community 
property states have a very powerful 
political influence, particularly in the 
Senate, where any group of 16 is a 
powerful block. 

So far as the merits of the case are 
concerned, it sometimes seems a little 
hard to justify the community prop- 
erty case, because husbands and wives 
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Balance Sheet Treatment of Advance 
Payments on Prime Contracts— 


and Other Problems 








By the Committee on Technical Information and Research, R. S. HOLDEN, Chairman 








This reply was made by the Commit- 
tee on Technical Information and Re- 
search to an inquiry submitted by a 
member of The Institute: 


Your letters of May 14, 15, and 16 
addressed to the attention of Mr. Ar- 
thur R. Tucker, Managing Director of 
the Controllers Institute of America, 
were forwarded by him to the Commit- 
tee on Technical Information and Re- 
search. Each letter is herein answered 
separately. In your letter of May 14 
you said that: 


“Certain questions in connection with 
Balance Sheet treatment of funds advanced 
to a company by the United States Govern- 
ment, in connection with carrying out prime 
contracts, have arisen about which we would 
be interested in having your opinion. It has 
occurred to us that national headquarters of 
The Controllers Institute may have a cross 
section of the accepted practices in similar 
cases. 

“The facts of such a case might be these: 


1. “Advance Payment Fund of $100,000.00 
has been established by a prime contrac- 
tor in a special bank account by the de- 
posit of a check for this amount re- 
ceived from the United States Treasury 
Department. 

2. ‘The use of this fund by the contractor is 
restricted to the purchase of materials, 
labor, and so on, necessary to the carry- 
ing out of the provisions of the contract, 
this is, the manufacture of products for 
the armed forces of the United States. 


3. “As the fund is depleted, it is built up 
again by the deposit of a certain per- 
centage of cash payments received from 
the War Department by the contractor 
in payment for products manufactured. 


4. “The fund therefore has the nature of a 
revolving fund for carrying out the 
principal contract, including reimburse- 
ment to the contractor for any amounts 
expended by him for such purpose. 


5. “After the contractor has no further use 
for the funds in the advance payment 


fund, liquidation may be made at his 
election by reimbursing the United 
States Treasury Department with the 
$100,000.00 originally advanced. 


“The question arising is: 


a. ‘Whether the asset of $100,000.00 repre- 
sented by the advance payment fund and 
its corresponding liability to the U. S. 
Treasury Department should be shown 
on the balance sheet among the normal 
current assets and liabilities, or: 

b. “Whether these amounts should be segre- 
gated from the current picture due to 
the restrictions placed upon the use of 
the fund and classified elsewhere on the 
balance sheet, or: 

c. “Whether these amounts should be 
omitted altogether from the balance 
sheet and simply footnoted. 


“We shall be grateful if you might sug- 
gest. accepted balance sheet treatment if you 
are in a position to do so.” 


Eighteen replies were received from 
various members of the Committee re- 
garding this problem contained in your 
letter of May 14, five of whom believe 
that the preferable treatment is that 
stated in ‘‘a,” namely, that the amount 


of cash and the amount payable to the 
U. S. Treasury Department should be 
shown on the balance sheet among the 
normal current assets and _ liabilities. 
Quotations from these five replies are 
as follows: 


“T believe that the preferable treatment is 
that presented in Proposal ‘a’ of your letter, 
that is, ‘the advance payment fund and its 
corresponding liability to the United States 
Treasury Department should be shown on 
the balance sheet among the normal current 
assets and liabilities.’ I assume, in answer- 
ing this question, that the advance payment 
fund is the usual restricted fund found in 
Government contracts and not an escrow ac- 
count. As an alternative to this method of 
reflecting the transaction on the books, the 
method used by the D A Com- 
pany might be desirable. Their method is to 
show the liability to the Government on the 
liability side of the balance sheet, and to de- 
duct therefrom the amount of the advance 
payment fund.” 

* * * 








CURRENT LIABILITY 


“I believe that the funds advanced from 
the Government and in a special bank ac- 
count may be included with other cash funds 





lems. 


tute member. 





DEFINITION OF A BOLD CONTROLLER 


A bold controller is one who, engaged in war work on govern- 
ment contract, decides to ‘’by-pass’’ the 64 considered opinions 
| of members of The Committee on Technical Information and Re- 
|| search of The Controllers Institute of America, as presented in 

_ this article. 

| Under the Chairmanship of Mr. R. S. Holden, the Committee 
presents its usual stimulating analysis of controllership prob- 
Those problems dealt with here include the balance 
sheet treatment of advance payments and equipment leased 
from the government, as well as the puzzling problem of the ac- 
count to which back pay should be charged as a result of decisions 
of the Wage and Hour Division of the Department of Labor. 

The article was prepared in response to the inquiry of an Insti- 


—THE EDITOR 
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of the company and that the liability for the 
advance payment should be shown as current 
liability. These funds are simply advance 
payments under contract for work to be per- 
formed, and I see no reason for treating them 
in a different manner than the customary 
treatment of other advances on account that 
are frequently obtained by manufacturing 
companies from their customers. My infor- 
mation as to the restrictions on the bank ac- 
count is that they are not controlling on third 
parties (such as the bank) but only relate to 
the use that may be made of the funds by the 
contractor.” 
* * 

“It is my judgment that this asset and its 
liability are current items. There is very 
little to distinguish between the amount ad- 
vanced by the government and a loan ob- 
tained from any lending agency, except on 
the restrictions placed upon the manner in 
which the fund may be used. Under the 
conditions set forth in your letter, this con- 
tract probably constitutes a substantial por- 
tion of the business done by the hypothetical 
concern. We both know that a large per- 
centage of the manufacturing business being 
done in the country today is either directly 
or indirectly for the government. It can be 
said, therefore, that a transaction of this kind 
is, under current conditions, in the nature of 
an ordinary business transaction, and any 
loans made necessary by such a contract are, 
to a great extent at least, ordinary business 
loans. Under this reasoning the restrictions 
placed upon the expenditure of the fund 
would not seem to set the item apart from 
any funds held by the company.” 

* a * 

“The asset of $100,000.00 should be 
shown along with its corresponding liability 
to the U. S. Treasury Department among the 
current ‘assets and liabilities, for the reason 
that the contract may be completed in less 
than one year and reimbursement to the U. S. 
Treasury Department would be made.” 

* * * 

“In reply to your letter concerning the re- 
volving fund of $100,000.00, it would be 
my recommendation that this fund, or any 
similar fund, should be carried on the bal- 
ance sheet as any other liability.” 

* # * 


SPECIAL CLASSIFICATIONS 


Ten members are of the opinion that 
while the items involved in your letter 
of May 14 should be included in cur- 
rent assets and current liabilities they 
should receive a special classification 
thereunder or should be specifically des- 
ignated. One of the ten members, it 
should be observed, mentions that “it 
also seems to me that the liability will 
not at all times be for the full $100,000 
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as there will be debts against same 
; . , while another member in 
generous detail states specifically the 
additional items which he believes 
should be shown separately under cur- 
rent assets and current liabilities. Quo- 


tations from their replies follow: 


“Since the cash in the special bank ac- 
count carried for the financing of govern- 
ment contracts will certainly be turned over 
within one year and since the liability to the 
Treasury Department is presumably due 
within one year, I should think that it would 
be proper to show both the asset and the 
liability in the current section of the balance 
sheet. Because of the restrictions on the use 
of the funds in the bank account, however, 
it appears that the balance in the account 
should appear in the assets as a separate item 
with some such title as ‘Cash in Restricted 
Bank Account for Financing of Special Con- 
tracts.’ This handling of the cash item is 
similar to the usual handling of cash on de- 
posit to meet sinking fund payments or for 
other restricted purposes.” 

* * * 

“In my opinion, accounting procedure 
should as far as possible follow facts. In 
this instance, the fund, even though re- 
stricted, belongs to the contractor and should 
be shown as a special deposit in the current 
asset section of the balance sheet, and, of 
course, also recorded in the current liability 
section as a payable to the U. S. Treasury. 

“Any financial statements issued by the 
contractor should contain a footnote explain- 
ing restrictions attaching to the fund.” 

* * * 

“The cash fund of $100,000.00 or the 
balance in such fund should be grouped un- 
der the current assets, but distinguished 
from the other funds of the company. 
Contra, the obligation to the Government 
should be carried under current liabilities, 
inasmuch as apparently it is not a time de- 
posit for any specific duration.” 


* * 
CURRENT ASSETS 


“The asset representing advance of funds 
applicable to contract payment should with- 
out doubt be recorded on the balance sheet 
as current assets. The Interstate Commerce 
Commission provision for this would be 
under ‘special deposits’ which provides 
among other things ‘also money and se- 
curities deposited to insure the performance 
of contracts to be performed within one 
year from date of balance sheet.’ It is as- 
sumed that this is a continuing and cur- 
rent provision for financing the undertaking 
of the contract.” 

* * * 

“It seems tome that the item advanced 

by the Treasury Department, until repaid, 











cannot be eliminated from the balance 
sheet, as it represents a cash asset which is 
‘current.’ Therefore, the offsetting liability 
should likewise be a ‘current’ one. 

“Reading the problem over, it also seems 
to me that the liability will not at all times 
be for the full $100,000, as there will be 
debits against same for charges made, 
which will be set up until reimbursement is 
received from the Government. This seems 
to be another argument as to why both 
items should appear on the balance sheet. 

“My inclination in connection with this 
would be that same be shown separately 
under the proper nomenclature on both the 
debit and credit side, thereby segregating 
same from the company’s cash assets and 
current liabilities.” 


* * * 


“I would include the asset of $100,000 
and the corresponding liability in the cur- 
rent section of the balance sheet. On both 
the asset and liability account, I would 
make a reference to the contra account. 

“If the $100,000 amount. is so large in 
relation to the other current assets and 
liabilities that the balance sheet would ap- 
pear to be substantially distorted, then I 
would consider placing these contra ac- 
counts in a section of the balance sheet im- 
mediately below the current section.” 

* * * 

“The advance payment fund under the 
control of the prime contractor should be 
set up as a special cash item under ‘Ad- 
vances on Account of Contracts’ and stated 
on the balance sheet as a special account 
with the liability under the heading of 
‘Advance Payment Fund—United States 
Treasury.’ ” 


SEPARATE CAPTION FOR 
GOVERNMENT TRANSACTIONS 


“Our business does not deal with the 
government’s war effort directly. It would 
seem to me, however, that in the circum- 
stances cited some evidence should appear 
on the face of the balance sheet and that 
it would be wise to segregate these funds 
from the other current funds. Perhaps it 
would be advisable to include under your 
assets and liabilities a separate caption for 
the government transactions. Surely these 
are new factors which are of great impor- 
tance now that formerly were not as prev- 
alent years back when the theory of the 
balance sheet was being formulated.” 


% * * 


“In arriving at an answer to the inquiry 
regarding whether the asset of $100,000.00 
represented by the advance payment fund 
and its corresponding liability to the 
United States Treasury Department should 
be shown on the balance sheet among nor- 











mal current assets and liabilities, my reason- 
ing follows the following lines. First of 
all, the asset being cash is a current asset 
and its corresponding liability is likewise 
current. However, is this $100,000.00 to 
be used in the purchase of an asset which 
might find its way into, say, the non-cur- 
rent section of the balance sheet later, in 
which case I believe the fund would be 
segregated under ‘other assets,’ or is it to 
find its way into other current sections of 
the balance sheet later on. The obvious 
answer is that the $100,000.00 is tied very 
closely in with the operations of the busi- 
ness and the resulting asset, that is, inven- 
tories, and later receivable, is a current as- 
set. It would seem to me that from this 
reasoning that the $100,000.00 is a current 
asset and a current liability and should be 
shown in the current asset section and the 
current liability section on the balance 
sheet, and I believe further that the item 
should appear as a separate item in each of 
those sections.” 


* * * 


“On the basis of the facts of the case as 
presented, it would seem that the solution 
of this problem involves consideration of 
the following points: 


(a) “How to reflect in the balance sheet 
the restricted cash funds represented 
by the unexpended balance of the 
funds advanced by the United States 
Government, augmented by the stip- 
ulated percentage of the proceeds col- 
lected from the United States Govern- 
ment for deliveries made. 

(b) “How to reflect in the balance sheet 
the stipulated percentage of the uncol- 
lected or outstanding accounts receiv- 
ables due from the United States Gov- 
ernment for deliveries made, which 
upon receipt must be added to the re- 
stricted cash funds to be used exclu- 
sively to pay for materials, labor, and 
the like, necessary to the production 
of the goods contracted for. 

(c) ‘How to reflect in the balance sheet the 

liability to the United States Govern- 

ment for the funds advanced. 

“How to reflect in the balance sheet the 

trade accounts payable and accrued 

wages and expenses incurred but not 
paid, in settlement of which the re- 
stricted cash funds are to be used. 


(d 


— 


“It will be gathered from the above that 
there is more involved in the problem than 
merely the asset represented by the re- 
stricted cash funds and the liability repre- 
sented by the amount advanced by the 
United States Government. Because of the 
contract stipulation that a certain percent- 
age of the amount collected from the 
United States Government for deliveries 
made must be added to the restricted cash 
funds, cognizance must be taken of the fact 
that part of the uncollected accounts re- 
ceivable from the United States Govern- 
ment is not available for the liquidation of 
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all accounts payable and accruals, but only 
for the liquidation of those arising di- 
rectly from the performance of the contract, 
and accordingly the amount represented by 
that percentage is also restricted. 

“Further, those liabilities representing 
United States Government advances, pur- 
chases and expenditures incurred in the 
performance of the contract are not only 
fully protected to the extent of the balance 
of the restricted cash funds but the amount 
thereof, in excess of the balance of the re- 
stricted cash funds, has equal rights in the 
assets not restricted with the other liabil- 
ities not incurred in the performance of 
the contract. 


CURRENT, Not DEFERRED LIABILITY 


“In view of the fact that the operations 
under the contract will in all probability 
be continuous until it is completed, and be- 
cause the unrestricted current assets are 
available for the liquidation of all liabil- 
ities, it is suggested that the following 
procedure be followed: 


(1) “That the liability to the United States 
Government for the funds advanced be 
treated as a current liability and not a 
deferred liability, even though the 
funds are to be repaid at the pleasure 
of the contractor. The liability should 
be shown separately and not combined 
with other advances or loans, if any. 

(2) “That the trade accounts payable and 
accruals directly relating to the per- 
formance of the contract be treated as 
a current liability and stated separately 
and not combined with other trade ac- 
counts payable and accruals. 

(3) “That the restricted cash funds be 
treated as a current asset and stated 
separately and not combined with 
other cash funds. 

(4) “That the restricted accounts receivable 
from the United States Government be 
treated as a current asset and stated 
separately and not combined with 
other accounts receivable. 

(5) “An asterisk should be set opposite 
items (1), (2), (3), and (4) as re- 
flected in the balance sheet, with a re- 
lated explanatory note at the foot 
thereof, stating in effect that the assets 
so marked are restricted to the pay- 
ment of and to the extent of the liabil- 
ities similarly marked.” 


* * * 


REDUCING CURRENT LIABILITY 
BY ASSETS 


It is one member's opinion that the 
definite current liability referred to in 
your letter of May 14 which he be- 
lieves exists and which should appear 
on the balance sheet in a case of this 
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kind, should first be reduced by the 
assets applicable to it. He gives his 
reasons as follows: 


“It is the writer’s opinion that the ad- 
vanced payment should be shown in the 
current liabilities of the balance sheet, but 
that there should be deducted therefrom on 
the face of the balance sheet the amount of 
cash and the unreimbursed expenditure. 
There is a definite current liability which 
should appear on the balance sheet, but this 
should be reduced by the assets applicable 
to the liability and thereby not affect the 


current ratio.” 
* * * 


Not CurRRENT ASSET OR LIABILITY 
ITEMS 


These items which you mention in 
your letter of May 14 do not belong 
in current assets or current liabilities 
according to two members from whose 
replies the following quotations are 
taken: 


“It does not seem good practice to show 
the advance by the government under usual 
current assets as this fund is restricted to 
the purchases of material, labor, and so on, 
necessary to carry out the provisions of the 
specified government contract. It would 
seem better to show this immediately fol- 
lowing current assets as this fund must be 
placed in a special bank account and should 
not be shown in the general cash fund 
available for other current disbursements. 
It is only a current asset for a particular 


purpose.” 
* * * 


“In reply to the inquiry concerning the 
advance of $100,000.00 by a prime con- 
tractor by deposit of a check in like amount 
received from the United States Treasury 
Department, my reaction is that the 
amounts should be segregated from the cur- 
rent picture due to the restrictions placed 
on the use of the fund and classified else- 
where on the balance sheet. The exact loca- 
tion on the balance sheet would depend 
largely upon the individual concern. The 
item certainly should not be in current as- 
sets or current liabilities as neither item is 
current in the normal sense and further has 
the effect of distorting the current ratio. I 
also do not believe that they could properly 
be omitted from the balance sheet and cov- 
ered by a footnote as it is a positive liabil- 
ity and a definite or restricted asset.” 


% * * 


Your letter of May 15 contained the 
following problem: 
“A question has arisen in connection 


with balance sheet reflection of certain 
items arising from the execution of a War 
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Department contract. We would be inter- 
ested in having an expression of accepted 
practices in this case. 


“The facts are these: 


1. “A contractor buys and pays for $100,- 
000.00 worth of machinery and equip- 
ment for the account of the War De- 
partment. This machinery and equip- 
ment is to be used in the contractor’s 
plant for the manufacture of products 
for the armed forces of the United 
States. 

2. “After Government inspection the War 
Department reimburses the contractor 
for the $100,000.00 worth of machinery 
and equipment and takes title to it. 

3. “The contractor leases the machinery 
and equipment from the War Depart- 
ment for a specified amount annually in 
order to execute the contract. 

4. “After fulfillment of the contract by the 
contractor the contractor has the option 
to purchase the machinery and equip- 
ment. 

5. “While the Government has title to the 
machinery and equipment, the contrac- 
tor is responsible for its safekeeping, in- 
surance coverage, and the like. 


“The question arising is: How should 
the $100,000.00 for the machinery and 
equipment be reflected on the contractor's 
balance sheet after the Government has 
fully reimbursed the contractor for it, if at 
all?” 


No BALANCE SHEET REFLECTION 
OF THIS COST 


Eighteen replies have been received 
from the Committee members in an- 
swer to your inquiry of May 15. In 
seven of these the belief is expressed 
that the cost of the machinery and 
equipment should not be reflected in 
the balance sheet. Quotations from 
these seven replies are given below: 


“It is my opinion that the $100,000 
representing the cost of the machinery and 
equipment belonging to the Government 
should not in any manner be shown on the 
balance sheet, whether it be by inclusion 
on the asset and liability sides, shown short 
on the asset side, or by footnote.” 


* * * 


“I believe the answer is simply that since 
the contractor has been reimbursed for the 
$100,000.00 he spent on machinery and 
equipment and since he has no title to it, it 
represents no asset to him and therefore 
should not be included on his balance sheet 
at all. In other words, you would no more 
show the $100,000.00 for the machinery 
and equipment simply because you had 
originally supplied the money any more 
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than you would show as an asset machin- 
ery and equipment which you simply rented 
or leased from some one else.” 


* x * 


BALANCE SHEET SHOWS WHAT Is 
OWNED AND OWED 


“It is a very settled accounting practice 
that the balance sheet of an enterprise 
should reflect only what that enterprise 
owns and what it owes. In the light of this 
practice, the procedure would seem to be 
that no reflection should be made in the 
balance sheet of the contractor for the ma- 
chinery and equipment leased from the 
United States Government. 

“After the contractor has been fully re- 
imbursed by the United States Government 
for the machinery and equipment, and the 
title thereto has been passed to the United 
States Government, the contractor no longer 
has any ownership or equity therein. 

“There would seem to be no difference 
between the leasing of the machinery and 
equipment in question from the United 
States Government and the leasing of sim- 
ilar equipment or other property from 
others. In either case, the lessee does not 
own the equipment or property and has no 
equity therein, and accordingly should not 
reflect such leased property in its balance 
sheet. It is a common practice for corpora- 
tions to lease factory buildings, warehouses 
and patented factory and office machinery 
and yet not reflect the property leased in 
their balance sheets. 

“The terms of the lease whereby the 
lessee receives an option to buy or under- 
takes to pay for insurance coverage, etc., 
does not in any way change the situation 
because the lessee still does not own the 
property leased or have any equity therein.” 

* * * 

“I cannot see how there should be any 
reflection in a contractor’s balance sheet of 
the value of machinery and equipment pur- 
chased by the Government and paid for by 
the Government. As I understand the ques- 
tion, the contractor simply has advanced 
payment for the machinery and equipment 
and has been reimbursed for it. The con- 
tractor has no title to it and is simply 
charged with responsibility for ordinary 


care.” 
x * * 


“It would be my recommendation that the 
balance sheet not include any reference to 
equipment in view of the fact that it is not 
owned by the contractor and is merely un- 
der lease to him, as any other lease that he 
might hold.” 


* * * 


SHOULD Not BE SHOWN UNTIL 
ACTUAL PURCHASE 


“Equipment and machinery purchased by 
the government should not be shown on the 


balance sheet after reimbursement by the 
government. Title is not vested in the cor- 
poration. The amounts paid for leasing the 
equipment from the government, plus in- 
surance coverage, and so forth, is an op- 
erating charge; therefore, there is little 
difference between the leasing of this equip- 
ment and the leasing of a building. It is 
never the practice to set up the cost of a 
building on the books unless the building 
is actually purchased. When the war is 
over and the contractor actually purchases 
this equipment it would then appear on the 
balance sheet.” 
* * * 


“Until the War Department reimburses 
the contractor for the $100,000 worth of 
machinery and equipment, the item should 
be carried by him as an account receivable. . 
After he is reimbursed, see no reason for 
carrying any account on the books. The 
contractor becomes a lessee with the re- 
sponsibility of maintaining the property, 
and holds a purchase option which may be 
exercised under certain conditions. The 
lease, of course, would be recorded in side 
records, together with similar documents.” 


* * * 


FIXED CAPITAL ACCOUNT 


One of the Committee members in 
answer to your letter of May 15 sug- 
gests the following procedure which is 
somewhat defferent from but substan- 
tially the same as that explained above: 


“It would seem in this case that when 
the equipment is purchased same be set up 
in a special Fixed Capital account. Upon 
receipt of reimbursement from the Govern- 
ment, this special Fixed Capital account 
should be credited with the payment. 

“The annual amount paid for leasing 
this machinery and the expenses in con- 
nection with its safekeeping, insurance cov- 
erage, and other factors, would seem to me 
subject to Government regulations properly 
chargeable to operations insofar as possible 
and the remainder absorbed in the com- 
pany’s general accounts. 

“Should the contractor decide after the 
fulfillment of the contract to purchase the 
machinery and equipment, it should be set 
up in the regular Fixed Capital account at 
cost and depreciated over the remaining 
estimated life.” 


* * * 
BALANCE SHEET FOOTNOTE 


In eight of the replies to your letter 
of May 15 the use of a footnote on the 
balance sheet is suggested. Quoted 
comments follow: 


“Under the facts as stated in this ques- 
tion it appears that the contractor has no 








title to the machinery and equipment in 
question and has no obligation to purchase 
it at any future time. The option to pur- 
chase at the fulfillment of the contract and 
the responsibility for the safe-keeping, in- 
surance coverage, etc. of the equipment are 
not of a nature that can properly be re- 
flected in the balance sheet except possibly 
in a footnote. It is my opinion therefore 
that the item should be omitted entirely from 
the contractor’s balance sheet.” 


* * * 


‘My opinion is that this item should not 
be reflected in the balance sheet. If the 
amount is material with reference to the 
total assets and liabilities of the company, 
it should be referred to in a footnote to the 
fixed asset section on the balance sheet.” 


* * * 


“I do not think the machinery equipment 
should be reflected in the contractor’s bal- 
ance sheet except through a footnote or by 
covering in a short paragraph in the finan- 
cial statements.” 

* * * 


“It seems to me that the statement of 
facts justifies a ‘no’ answer to this ques- 
tion. If any reference is to be made, it 
would be appropriate, it seems to me, to in- 
clude in a footnote to the balance sheet a 
brief statement of the situation and of the 
contractor’s present intention concerning the 
exercise of his option.” 


* * * 


“The $100,000.00 worth of machinery 
and equipment should appear only in the 
form of a footnote to the balance sheet. 
This for the reason that there is a con- 
tingent liability for its safekeeping.” 


* * * 


“Any machinery and equipment being 
the property of the Government should not 
be shown on the company’s balance sheet. 
An appropriate note should be appended 
giving the facts.” 


* * * 


“With respect to the purchase of ma- 
chinery and equipment for which the con- 
tractors are reimbursed by the War Depart- 
ment it is not necessary to have this stated 
on the balance sheet excepting as a foot- 
note. This should designate the company as 
responsible for the machinery and equip- 
ment valued at $100,000 to be used on con- 
tracts for the War Department and for 
covering same with insurance, etc.” 


* * * 


“It is my opinion that machinery and 
equipment should appear on the balance 
sheet, either on the balance sheet itself, or 
I believe, preferably as a footnote to the bal- 


ance sheet.” 
* x * 
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One member in replying to your let- 
ter of May 15 says: 


“I believe it should be shown on the 
balance sheet but segregated.” 


* 5 * 
WouLp DEPEND UPON TERMS 


Another member replying to your 
letter of May 15 suggests the proce- 
dure which might be followed if the 
amount of the annual rental is to be 
applied to the optional purchase price. 
The following paragraph is quoted 
from his letter: 


“It seems to me the question with regard 
to carrying the conditional purchases on 
the balance sheet would depend upon the 
terms for such purchases. It is frequently 
provided that the amount of annual rental, 
as indicated in 3 of the query, is to be ap- 
plied to the optional purchase price at the 
expiration of the contract. Under such pro- 
visions the Interstate Commerce Commis- 
sion’s rules would require that full original 
cost of the machine be carried in the bal- 
ance sheet as an investment, the liability 
being stated under ‘Other deferred liabil- 
ities. The payments would then be 
charged to that account instead of to cur- 
rent operating costs.” 


oK * * 
SuItTs FOR BACK Pay 


In your letter dated May 16 you 
presented the following problem: 


“In the last several years the Wage and 
Hour Division of the Department of Labor 
has found many innocent violations to the 
Fair Labor Standards Act and has required 
numerous employers to reimburse employes 
for back pay because of under-compensation 
of overtime earnings. 

‘“‘Have you any information advising how 
such a payment is usually recorded on the 
books of account? On the surface of 
things, if the under-payment were for prior 
years, it would seem to be a direct charge 
to surplus and not a charge to current op- 
erations. 

“However, in view of the current trend 
away from making any surplus charges 
which represent expenses of operation, 
would the accepted practice be: 


1. ‘To charge the under-payments to the 
usual operating accounts, that is, those 
where they originally would have been 
charged had there been no under-pay- 
ments? or, 

2. “To charge the under-payments to a spe- 
cial expense account established for the 
specific purpose of recording this 
amount? 
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“The same question arises in connection 
with the payroll tax liability on such under- 
payments.” 


CHARGE TO USUAL OPERATING 
ACCOUNTS 


In the nineteen replies received to 
your inquiry of May 16 the statement 
is made in eleven of them that unless 
the amount is unusually large, it 
should be charged to the usual operat- 
ing accounts. Quotations follow: 


“We have charged such amounts to our 
regular operating accounts, that is, the ac- 
counts to which the charges would have 
been made had the payments been made in 
the regular payrolls. 

“If the amounts of such under-payments 
should be sufficiently large to create a gross 
disturbance of any comparative figures, then 
I would consider the use of a special ac- 


count.” 
* x es 


“Any payments of overtime or back pay 
up to the point where they did not distort 
operations to any appreciable extent could 
be included in the ordinary operating ac- 
counts. Excessive payments which would 
have the effect of distorting comparisons 
should be classified as other deductions and 
properly described.” 


* * * 


“The answer will depend on the amount 
involved and on the policy and attitude to- 
ward surplus charges. Personally I am a 
strong believer in keeping surplus charges 
at a very minimum, particularly those that 
are direct operating expenses. If the ex- 
pense involved calls for back pay and a tax 
liability it would seem both practical and 
expedient to charge the expense direct to 
the accounts to which they had originally 
been charged. However, if the amount is 
sufficiently large to affect current operating 
statistics, or it would be of some particular 
value to know the sum involved, it should 
be set up as a special non-operating ex- 
pense account.” 


* * * 


“I believe that normally there should be 
no difficulty in getting income tax credit 
for the additional payments made under the 
Wage and Hour Act. In my opinion, it 
should be taken as a charge to current op- 
erations and should not be reflected in the 
surplus account.” 


* * * 


“Reimbursement of employes for back 
pay ..... is treated by railroads generally 
as an ordinary lap-over item of current ex- 
pense and is not charged directly against 


surplus.” 
* # * 
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WouLp DEPEND ON AMOUNT OF 
PAYMENTS 


“My answer would depend upon the 
amount of such payments. If the amount 
were not substantial and would not distort 
either inventory or cost of sales, I would 
handle it as a current wage payment item. 
If it were a large amount, I would handle 
it in a special account in the general and 
administrative section of the profit and loss 
statement. Under some conditions, the size 
of such a payment might justify its being 
charged to Earned Surplus. Under ordinary 
conditions, however, the amount, as com- 
pared to regular wage payments, would be 
relatively small. In that case, although 
proper, I would prefer not to charge it to 
Earned Surplus, and I would not want to 
handle it as a part of the current manufac- 
turing costs since it would tend to distort 
inventories, at least for a short period.” 


* * * 


“This question does not appear to differ 
in principle from other questions which 
frequently arise as to the proper handling 
of expenses paid or determined in one year 
but applicable to previous years. Our own 
practice in situations of this kind is deter- 
mined largely by the relative amount in- 
volved. If the amount is insignificant in 
comparison to current charges of a similar 
nature we would be inclined to charge it 
directly to the regular operating accounts. 
If the item were relatively small in amount 
but still large enough to cause troublesome 
distortion in current cost and expense re- 
ports we would make the charge to a spe- 
cial account established for the purpose but 
would still include the item in current 
year’s totals in any condensed financial 
statement issued for general executive use 
or for stockholders. If the prior year pay- 
ments were large enough to be a significant 
factor in the year’s earnings we would show 
the special account as a separate item in our 
condensed financial statements, with an ap- 
propriate description, in a section of the 
statement devoted to miscellaneous income 
and expenses. If the item were very large 
in relation to the year’s earnings we might 
consider handling it as a direct charge to 
surplus but this would be a very unusual 


situation.” 
* * * 


“Believe the handling of this kind of 
a transaction would depend to some extent 
upon the amount involved; if nominal, be- 
lieve it would be entirely proper to handle 
as a current item, charging same to the 
usual operating accounts; if, on the other 
hand, the amount involved is substantial, 
believe it should be segregated from results 
of current operations and shown either as a 
surplus item or as a special charge against 
current operations.” 


* * * 
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“In reply to the question as to whether 
or not surplus should be charged, this is a 
matter of management policy of the partic- 
ular company involved. Some companies 
have the policy of not charging or credit- 
ing surplus with any items unless they are 
unusually large.” 

* * * 


“The question relates to the problem of 
what to do about expenses determined in 
one year, but relating to prior years. The 
fact that the expenses are confined to wages 
and taxes does not appear to make any dif- 
ference to me. Very large amounts are usu- 
ally given a distinguishing treatment in 
the profit and loss account while small 
amounts are absorbed with other expenses. 
I agree that ordinarily, surplus charges 
should be avoided, but on the other hand, 
a substantial adjustment to prior years’ in- 
come can well be set out as a separate item 
either before or after determining the 
amount of net income for the year.” 


* * * 


“I think there are two problems in- 
volved. First of all, whether the amount is 
so large as to distort the earnings for the 
current period and, if so, I think they 
should be charged directly to the surplus 
account. If the items are nominal in amount 
I think it would be entirely proper to 
charge them to the usual operating ac- 
counts, but if they were more than nominal 
and not large enough to charge to surplus, 
then I think they should appear under 
‘other deductions’ as a special item.” 


* * * 


SETTING UP A SPECIAL ACCOUNT 

The Committee members in the tre- 
maining eight replies to your letter of 
May 16 are in favor of charging the 
under-payment to a special account 
established for that specific purpose as 
is shown by the following quotations. 


“Personally, I would pay and charge the 
payment for overtime prior to the current 
year to a special expense account in order 
not to distort the current expense compari- 
sons against budgets. The same would be 
true of payroll tax liability for such pay- 


ments.” 
* * * 


“I believe that the answer proposed in 
Paragraph 2 is the preferable alternative, 
namely, ‘to charge the under-payments to a 
special expense account established for the 
specific purpose of recording this amount.’ ”’ 


* * * 


“It seems best that a special expense ac- 
count be established for the payment of 
back pay to employes. This would then be 
charged to overhead rather than to current 
salaries and wages. However, on govern- 








ment contracts this would not be allowed 
if the contract is on a cost plus basis. If 
the firm is doing nothing but government 
cost plus work then it would seem that it 
should be charged directly to surplus.” 


% * * 


“The payment for back pay in prior years 
should in no case be charged to current op- 
erating accounts but either to surplus or to 
a special expense account. The same treat- 
ment applies to the payroll tax liability.” 


* * * 
“OTHER DEDUCTIONS” 


“In respect to the overtime wages granted 
by the Wage and Hour Division, I do not 
believe that this should be charged to the 
usual operating accounts as such a course 
would tend to distort said accounts. On the 
other hand, I believe such items should be 
charged to ‘Other Deductions’ or a special 
expense account of a similar name. 

“In closing may I say that I am not in 
favor of making any adjustment of surplus 
except in such cases where there might be a 
reappraisal of operating facilities, and in 
such case to set them up in a special capital 
surplus account leaving earned surplus to 
represent what the title calls for.” 


* * % 


“I would suggest handling this problem 
in the same manner as has been cited, 
namely to open a special expense account 
for these underpayments under the Wage 
and Hour Act if they were of any consid- 


erable sum.” 
* * * 


“It would be our practice to treat such an 
item as a current expense and charge the 
item to a special account which would be 
classified as an overhead item. I do not be- 
lieve such items should be charged to the 
current operating accounts, particularly if 
such accounts are direct labor accounts.” 


* * %* 


SHOULD BE ABSORBED IN CURRENT 
OPERATING EXPENSES 


“The surplus account is very definitely a 
part of the capital structure of a corpora- 
tion and the disposition to be made of it is 
a responsibility that should rest exclusively 
with the stockholders and/or the board of 
directors. This procedure, of course, very 
definitely circumscribes the transactions 
which may pass through the surplus ac- 
count and practically limits them to (a) 
cash and stock dividend distributions and 
(b) important adjustments of a capital na- 
ture. It follows, therefore, that all operat- 
ing expenses arising within a given year, of 
no matter what kind or to what year they 
relate should be absorbed in the operations 
for that year. 


(Please turn to page 396) 











Profits and Profits Reserves in Wartime 


In a recent study a leading econo- 
mist, Mr. Lionel Edie of New York, 
estimates the 1942 average net earn- 
ings of the thirty companies repre- 
sented in the Dow Jones industrial 
averages, after taxes on the basis of 
the proposed Treasury schedule, at 
about $6.40 per share. The $6.40 per 
share is about 56 per cent. of the 
$11.50 per share reported for 1941 
and about 70 per cent. of the four- 
year average of a little over $9. That 
is quite a drop, but some of us won- 
der if the estimate may not still be 
too high, in view of the dim pros- 
pects for actual realized profits, cal- 
culated after the returns are all in and 
the country’s industrial operations go 
back to a peacetime basis. 


PROFIT PESSIMIST ? 


That makes me sound like a profit 
pessimist, and maybe I am, viewing 
this war and immediate post-war pe- 
riod as a whole. Anyway, we can 
admit that there is much uncertainty 
about profit determination in times 
like these, or else many smart con- 
trollers and other company executives 
are off on the wrong foot! I have 
here a compilation from the 1941 
published reports of about 120 Ameri- 
can corporations—it is, of course, 
only a partial list—and these corpora- 
tions have told their stockholders 
that, in effect: “We are uncertain as 
to final 1941 profits to the extent of 
194 million dollars.” That is the 
aggregate deduction from the year’s 
income of these companies for con- 
tingencies, in addition to all the usual 
deductions. 

When I think or talk about business 
profits, my mind always goes back to 
a formula that somebody taught me 
many years ago, just after the first 
World War. The man was one of 
those New England capitalists with 
honesty, industry, and a gift for ac- 
cumulation, and he had gone places. 
For years he has been running several 
businesses successfully and keeping 
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his accounts in his own conservative 
way. His formula was: ‘Profits are 
what you get after you have all your 
bills paid and your original invest- 
ment back in cash, and you don’t have 
any profits until you have your invest- 
ment back.” 

And he was essentially right. He 
kept track of what he put in and what 
he took out, and after he had his bait 
back, what came afterward was profit. 
The surest kind of profit. There was 
no possible mistake about it, and it 
was the easiest and most foolproof 
method of bookkeeping! There were 
no chances for miscalculation or er- 
rors of judgment! But it required a 
long wait for the final answer, and 
his was the long-range view, which 
he was trying to apply to short-range 
accounting, and it did not quite fit. 
His bookkeeping concept was defi- 
nitely oversimplified and just as defi- 
nitely not acceptable as a general ac- 
counting procedure. 


ACCRUAL ACCOUNTING 


Now if this man, in his periodic ac- 
counting, had given due consideration 
to the value of the assets left in his 
business at the end of each year and 
the amount of debts owed but not yet 
paid, he would have been on the basis 
of conventional accounting. Be- 


cause accrual accounting, the kind 
that you and I have been using for 
years, is nothing in the world but an 
attempt to state, period by period and 
year by year, the results of a business 
so that during the lifetime of that 
business, and without any unexpected 
write-offs or windfalls, the sum of 
the periodic profit showings will, in 
the end, be exactly in accordance with 
the concept of the Boston business- 
man. 

It is because modern accrual ac- 
counting 7s an attempt to short-cut 
and anticipate the eventual working- 
out process that we have most of our 
accounting difficulties in ordinary 
times and exceptional difficulties in 
exceptional times like these. 

Where do these difficulties arise in 
normal times? You all know the 
answer to that! Principally in the 
periodic valuation of four groups of 
assets and the periodic ascertaining 
of liabilities. Receivables, invento- . 
ries, investment, plant, tax, and other 
liabilities. These are what give us 90 
per cent. or more of the trouble all 
the time and proportionately greater 
trouble in times like the present. 


THE WAR Hits RECEIVABLES 


Nowadays, we have all sorts of spe- 
cial situations which upset our previ- 
(Please turn. to page 382) 
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WHY SHOULD COMPANIES SET UP RESERVES NOW FOR | 
THE TROUBLOUS DAYS AHEAD? | 


To most controllers, this question answers itself. The govern- 
ment administrators who must be convinced, however, do not yet 
seem aware of the number of reasons why reserves must be estab- 


| This address was delivered by Mr. Walter B. Gibson, Resident | 
Partner of Lybrand, Ross BrothersG Montgomery, public account- | 
ants, before the Fourth Annual Pacific Coast Conference of The | 
Controllers Institute of America at Los Angeles on May 23. 

Mr. Gibson enumerates and explains the reserves which con- 
trollers are currently considering—and arguing for—with gov- 
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Chicago to Stage Eleventh Annual Meeting of pa 
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For the first time in its eleven years, The Controllers Institute of 
America will hold its annual meeting elsewhere than in New York 
City. The Chicago Control, the second largest of the twenty-six Con- 
trols of The Institute, asked for and received permission to conduct 
the Eleventh Annual Meeting. It will open September 21, to run 
three days. All sessions will be conducted in the Palmer House. 


Distinctly a Working Convention 


The Program Committee in charge of this Eleventh Annual 
Meeting has had constantly in mind the fact that the program, the 
material which will be developed and the discussions and addresses, 
must be such as to justify first, the holding of a national assemblage 
in these war times; and second, the time and expense involved for con- 
trollers and other executives of their companies to attend, in busy 
times such as these. It is to be distinctly a working convention, a series 
of meetings and group conferences which, as the above outline dis- 
closes, will present material of incalculable value to controllers. 

The problems with which controllers are confronted today, and 
which will call for careful study and handling in the years ahead, 
need not be catalogued here. Needless to say they are of greater import 
and more far-reaching than have ever presented themselves. The light 
that will be thrown on them in these sessions will enable controllers to 
meet and solve them in a manner which will be of great benefit to their 
companies. 

The major War Time Problems of Controllers will form the 
basis of the program, which will be devoted to addresses, general 
forums and panel discussions. The objective is that every session of 
the meeting make a real contribution to the current work of control- 
lership under War conditions. Outstanding names from Business, 
Government and Educational fields will appear as speakers for the 
general sessions, luncheon and dinner meetings. ‘Technical experts 
from the Government and well known members of The Institute are 
being selected for the general forum and panel discussion sessions. 


Post-War Controllership Problems 


A session of the Annual Meeting will be devoted to discussion of 
this subject. It is designed to help controllers prepare themselves to 
meet their problems of the post-war era. 

Realizing that war times are creating post-war conditions that 
will challenge the ability and foresight of all business men, The In- 
stitute established a National Committee early in the year to study 
Post-War Controllership Problems. This Committee is under the 
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Committee on Ways and Means of the House of Representatives, has 
accepted an invitation to speak on this program. Mr. Walter A. 
Cooper, C.P.A., of Peat, Marwick, Mitchell & Company, New York 
City, an authority in this field, will appear on this program to discuss 
details of the new Act. It is possible, also, that a representative of the 
Treasury Department will speak. 

Four subjects that have been included in the program, to be 
handled in Group Conferences, are: 


Group Conferences on Current Live Subjects 


(1) Audit and Re-Negotiation of Cost Plus Fixed Fee Contracts. 

(2) Government Control of Civilian Merchandise Inventories (WPB 
Study Now in Progress). 

(3) Problems in Administration of General Maximum Price Order. 

(4) Sound Methods of Inventory Valuation Under Present Price Levels. 


Several of these group conferences will be in session at the same 
time. The second program announcement will give a definite sched- 
ule of these meetings. Controllers should plan to bring one or more of 
their assistants and other company executives to attend other sessions 
being held concurrently. 


Annual Dinner, Luncheon and Breakfast Meetings 


Breakfast Conferences are being organized for Tuesday morn- 
ing, September 22. These will be on an industry basis, with a chairman 
and discussion leader for each group representing a line of business. 
The breakfast groups will assemble at 8 o’clock and continue their 
discussions until the time for opening the morning’s general meet- 
ing. These breakfast conferences are being arranged in response to re- 
quests by members of ‘The Institute and will be conducted on a scale 
never before attempted by The Institute. 

Luncheon meetings will be conducted on each of the three days 
the Annual Meeting is in progress—Monday, Tuesday and Wednes- 
day, September 21, 22 and 23. At each of these luncheons a nationally 
known speaker on a subject of real interest to controllers will be pre- 
sented. 

In its first announcement of this Annual Meeting the commit- 
tee, headed by Mr. Edwin W. Burbott, of A. B. Dick Company, Chi- 
cago, called attention to the fact that “‘hotel space is going to be at a 
premium in Chicago in September, partly because two large hotels 
have been taken over by the Government, and partly because many 
meetings and conferences of a business character are to be conducted 
there at that season.” The announcement urged, therefore, that mem- 
bers and others make their hotel reservations now. 
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ous bases of judging receivables. For 
instance, the retail store situation 
where many young men—prolific 
buyers, and shall we say, fair payers— 
suddenly lose their earning and pay- 
ing capacity through operation of the 
Army draft. How about their finan- 
cial commitments which are your re- 
ceivables? Or, for other types of 
business, how good are receivables 
from tire dealers, gas and oil stations, 
and small business enterprises manu- 
facturing for private consumption 
and using rubber or metals or even 
plastics? How good will receivables 
be this summer from drive-in restau- 
rants and outlying resorts? You do 
not know what line of business will 
be hit next, but you have to guess, and 
you use higher reserves. And return- 
ing to retail receivables, will the pay- 
off of present commitments not be 
affected if there should come upon us 
a forced 10 per cent. pay roll deduc- 
tion for war bonds, plus perhaps 10 
per cent. a month of estimated taxable 
income as prepayment of income 
taxes? 

There are doubtless many cases 
where reserves against receivables 
were increased in 1941, and may be 
further increased in 1942, to provide 
for all these new uncertainties. How- 
ever, there is little or no mention of 
these in published reports, although 
Johns-Manville in its president's let- 
ter ‘mentions, without stating the 
amount, a provision “for possible in- 
creases in uncollectible accounts in 
the period of post-war adjustments 
and for settlements with customers 
respecting products which may be- 
come obsolete.” 

Consider even receivables from the 
government. Many a concern right 
now has, or shortly will have, the 
government as its only customer. 
What could be better than a bill owed 
by Uncle Sam? Well, it is pretty 


good, but I recall one case where a 
governmental department held out of 
a current payment some $60,000 to 
offset part of an invoice which it had 
previously paid. They claimed that 
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capital stock tax was not an element 
of reimbursable cost. Furthermore, 
those of you who are working on gov- 
ernment contracts, especially cost- 
plus-fee contracts, know the constant 
procession of items which you have 
computed as due from the government 
but which are questioned and disal- 
lowed as a part of reimbursable cost. 
And you know how rapidly such with- 
held amounts reach staggering sums. 
When and by whom is the final de- 
cision to be made, and, in the mean- 
time, to what extent should you re- 
serve against your so-called receiv- 
able? 


RESERVES FOR LOSSES IN FOREIGN 
INVESTMENTS 


Most companies with foreign sub- 
sidiaries or investments either have 
made reserve provisions out of profits 
in 1941 or 1940 or have set out in 
their financial statements the extent 
of foreign assets—and sometimes 
foreign earnings—subject to jeop- 
ardy. 

Reserves set up for these situations 
at the end of 1941 are usually exam- 
ples of the dual nature of wartime ac- 
counting provisions. Those losses 
which have already occurred must be 
deducted from balance sheet valua- 
tions and from income statements or 
surplus accounts; but how are we to 
distinguish between such losses and 
those only suspected or feared? Pro- 
visions for this latter class of losses 
would hardly seem mandatory, and 
yet they are thought advisable by man- 
agement. 

Indicative of the extent of some of 
the investment reserves is that of 
General Motors, which had 25 mil- 
lions of reserves against foreign in- 
vestments of 97 millions. The re- 
serve is described as being set up 
“to provide against contingent losses 
that may arise in any locality in which 
foreign investments are located.” 

International Harvester had 2214 
millions of reserve for foreign invest- 
ments. 

United States Rubber set aside $1,- 
400,000 out of 1941 earnings ‘‘for es- 
timated war losses which may have 
occurred on our plantations in Malaya 





and in our export operations in the 
Philippines and elsewhere in the Far 
East.” 

Socony-Vacuum put 13 millions of 
its 1941 profits into a reserve de- 
ducted from foreign assets, and made 
a charge of 50 millions to surplus for 
contingencies affecting foreign as- 
sets, bringing the latter reserve up to 
82 millions. 


COMPLETED AND UNBILLED 
PORTIONS OF UNCOMPLETED 
CONTRACTS 


About halfway between a receiv- 
able and an inventory is another im- 
portant type of asset that is now caus- 
ing lots of trouble in valuation. It 
is new to many concerns because 
either this is the first time they have 
had long-term contracts stretching 
Over a year, 2 years, or more, or it is 
the first time they have computed the 
profits on such contracts according 
to the percentage-of-completion basis. 
While this basis is frequently the most 
advantageous from a tax viewpoint, 
it introduces a lot of extra work and 
judgment! If it is not used for pe- 
riodic determination of profits but in- 
stead the entire contract is carried as 
an inventory of work in process 
through to the end and final settle- 
ment, there are few real complica- 
tions in determining contract profits. 
Again, it is the attempt to short-cut 
the working out process that makes 
trouble for us. 

The outcomes of long-term fixed- 
price contracts are especially difficult 
to prognosticate, what with uncertain 
costs and the old bug-a-boo of trying 
to calculate the exact percentage of 
completion at any given date. The 
situation is little improved when you 
come to long-term cost-plus-fee con- 
tracts. The fees frequently are on a 
sliding scale dependent upon various 
performance and delivery results, and 
questions like these arise: 

Suppose the basic contract fee is 
equivalent to six per cent. on the es- 
timated cost expenditure but that 
through penalties of one sort or an- 
other the fee might be reduced to two 
or three per cent. of the eventual cost, 











or that through early deliveries or 
other favorable factors the fee and 
bonus might figure seven per cent. 
On what basis would a careful con- 
troller figure his accrued profit in the 
first year of the contract? Some ac- 
countants recommend the use of the 
basic fee percentage with a partial off- 
set, in the form of a reserve, to reduce 
to a minimum basis the profit taken 


up. 


WILL CONTRACT TERMS STAND? 


Other questions arise, for instance 
where a production contract at a 
profit is coupled with a contract for 
the construction of government plant 
or facilities at cost only. Should the 
profit on the production work be 
spread over the two contracts, consid- 
ering them as a unit, rather than over 
production alone? 

Or the all-important question as to 
whether the contract terms will stand, 
or whether they are likely to be mod- 
ified either through forced renego- 
tiation, voluntary price reductions, or 
through redetermination under pro- 
visions of the contract. The press has 
reported several instances of forced 
renegotiation, but many more in- 
stances may be expected under the re- 
negotiation provisions approved by 
Congress on April 28. 

As to voluntary price reductions or 
refunds, North American Aviation is 
an excellent example, and there have 
been many others, not always publi- 
cized, 

The redetermination of contract 
terms, under a provisory clause in the 
contract itself, is illustrated by the 
Boeing Airplane situation. Boeing, in 
1941, set up a three and one-half mil- 
lion dollar deduction from profits, 
described as “provision for contract 
adjustments and indeterminate ex- 
penses resulting from wartime condi- 
tions.” Further light is cast on the 
situation by the following from the 
president’s letter: ‘In 1940 a contract 
for a large quantity of Flying For- 
tresses was entered into on a fixed 
price basis. Additional modern fa- 
cilities, including both buildings and 
equipment, were required for the per- 
formance of this contract, and it was 
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not possible at that time to accurately 
evaluate the effect which large quan- 
tities would have on cost when being 
produced with facilities designed for 
that purpose. Accordingly, there was 
included in the contract a provision 
that after a certain number of air- 
craft had been delivered the costs of 
performing the contract would be re- 
viewed, and if they were materially 
less than anticipated, the Company 
and the Government would endeavor 
to arrive at a mutually satisfactory 
price for the aircraft. Deliveries are 
now being made under this contract, 
and the Company has advised the 
Government that a substantial down- 
ward revision in price is indicated 
from the information available to 
date.” 


ARTIFICIAL PRICE CONTROLS AND 
INVENTORIES 


Until a few months ago, most peo- 
ple in business were well satisfied with 
the inventory situation. ‘Not much 
possibility of loss there! A rising mat- 
ket and everything. When you lose 
money on inventories and commit- 
ments, it is in a falling market.” True 
enough in ordinary times, but now we 
have artificial controls. Priorities, ra- 
tioning, and price ceilings bearing 
little relation to cost. These controls 
mean useless and nonsalable stocks, 
spoilage, deterioration, and obsoles- 
cence, to an unusual degree. And do 
not forget the right of government 
agencies to seize or commandeer at a 
price set not by you but by somebody 
else. There is the example of the Mid- 
dle West junkman who broke into the 
news when his yardful of jallopies was 
taken over by force after his refusal to 
sell at what somebody else thought 
was a reasonable price. And here is a 
quotation from a March issue of “Vic- 
tory,” the official weekly bulletin of 
the Office for Emergency Manage- 
ment. It relates to metal stocks: 


“In cases of refusal to accept voluntar- 
ily the established price, the WPB will 
probably have to requisition the material, 
leaving the question of compensation to be 
determined in accordance with the pro- 
cedures established under the requisition- 
ing statutes.” 


Even in these times we still have to 


383 


Start our inventory valuations with the 
accepted formula ‘“‘cost or market, 
which ever is lower.’” But suppose there 
is no free market, what then? Per- 
haps in the future we will be making 
a much greater use of the method of 
determining market through the use of 
selling prices—which are themselves 
set by ceilings—with a deduction from 
such selling prices for the cost of do- 
ing business. Up to now this method 
has been useful largely as an ultimate 
test of market, rather than a primary 
method of determination. 

And cost! Is it the average cost or 
is it derived on the first-in, last-out 
basis, or by the last-in, first-out for- 
mula, called LIFO by its new acquaint- 
ances? I cannot call them friends, be- 
cause friendship has to be based on 
experience over a period of time. Some 
people are not going to like LIFO 
after they have lived with it for awhile, 
simply because it is probably being ex- 
perimentally employed today in a num- 
ber of cases to which it is not at all 
well suited. 

To what extent must determinations 
of production costs, as we have made 
them in the past, be modified by T.D. 
5000? Or by cost finding regulations 
which may be promulgated by the 
OPA? On this point I quote a com- 
ment by Mr. Edie in a study which ar- 
rived only this morning (May 23): 

“The foundation of any system of price 
controls is a cost theory . . . . and already 
the OPA shows a tendency to crystallize on 
a new and dangerous theory about over- 
head costs. If a business is seeking relief 
on one particular product which is in the red, 
the new theory says that if the overall opera- 
tions of the company are moderately in the 
black, overhead costs cannot be allocated to 
the single product which is in the red. If 
this principle becomes deeply rooted in prec- 
edent and in rules and regulations, the re- 
sults will be very bad for business not only 
during the war but in the post-war period.” 


All that I have said so far about in- 
ventories has to do with the added com- 
plexities in the application of conven- 
tional methods of inventory valuation 
at a time when the laws of supply and 
demand have been temporarily re- 
pealed. Of course, we must give effect 
in financial statements to reductions 
which have already come to pass in in- 
ventory valuations, no matter how difh- 
cult these are to determine. 
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PROVISION FOR FUTURE INVENTORY 
LOSSES 


But should we also provide for pro- 
spective reductions in inventory valua- 
tions, not yet come to pass and ordi- 
narily not recognized in the accounts ? 
Consider Allis-Chalmers, which started 
earlier than most on the problems of fu- 
ture inventory valuations, and which 
showed on its December 31, 1941, bal- 
ance sheet an inventory reserve of three 
and one-half million dollars set up ‘‘out 
of earnings in 1939, 1940, and 1941 
and .... made for possible future 
reductions in inventory values of raw 
materials and finished products.” On 
Bethlehem Steel, which at the end of 
1941 had an inventory reserve of 13 
million dollars which attempted to 
measure the difference between normal 
cost of the inventories and the high 
costs at which such inventories were ac- 
tually purchased or manufactured. 

But that is enough examples for now. 
Too bad these deductions from profits, 
honestly considered essential by pru- 
dent managements reporting to their 
stockholders, cannot be treated in the 
same way for tax purposes. It is a little 
better in Canada where, under the 1941 
amendment to the excess profits tax act, 
an inventory reserve is deductible from 
income otherwise subject to the 75 per 
cent. excess profits tax. This reserve is 
specifically set forth in the law as a 
“reasonable provision against future 
depreciation and inventory values.” 
However, such protection is given only 
to a normal quantity of inventory based 
upon prewar quantities, and quantities 
over normal have to take their own 
chances. 


RESERVING FOR PLANT 


And now we come to buildings, ma- 
chinery, equipment, and the like, the in- 
vestment in which is the scariest point 
of all to many businessmen. Having 
nothing left at the end of the war but a 
lot of excess plant may not be quite so 
bad as having nothing left but a batch 
of tax receipts, but even that prospect 
is not appealing. The extent to which 
problems of reserving for plant are in 
the minds of accountants is shown in 
the recent and very important report of 
a committee of the American Institute. 
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Out of 11 specifically mentioned pur- 
poses for special reserves, eight apply to 
plant in one way or another. All eight 
are worded briefly, and I shall give 
them to you, although not in the order 
of the committee report: 

No. 10 is, perhaps, the most obvious. 
It doubtless needs no further comment: 


“Losses from destruction of property as a 
result of the action of armed forces or from 
seizure thereof by the enemy.” 


Two of the reserves relate to unusual 
depreciation and obsolescence. They 
are numbered 1 and 2 in the committee 
report: 


“(1) Accelerated depreciation of facilities 
as a result of intensive use and of op- 
eration by less experienced personnel. 

““(2) Accelerated obsolescence of facilities 
due to intensive research during the 
war in an effort to increase productive 
efficiency.” 


The problem of deferred mainte- 
nance is covered by reserve No. 7: 


(7) Repairs and maintenance deferred as 
a result of pressure for war produc- 
tion.” 


Then there are two suggested re- 
serves having to do with the write-off 
of special plant. Here is the problem of 
determining to what extent plant is spe- 
cial and the period over which the write- 
off is to be made. The committee num- 
bers these 3 and 4: 


“(3) Amortization of the cost of rearrange- 
ment and alteration of existing facil- 
ities which will probably be rear- 
ranged in the post-war period. 

(4) Amortization of the cost of additional 
facilities acquired, the usefulness of 
which is expected to be substantially 
reduced at the termination of the 
war.” 


Finally, thete are two possible re- 
serves dealing with what is anticipated 
to be necessary after war. They are 
numbers 8 and 11: 


“(8) Restoration or alteration of facilities 
to peacetime production at the end of 
the war, if it is reasonable to assume 
that such restoration or alteration will 
then be made. 


(11) Decline in the useful value of plant 
and equipment due to excess capacity 
resulting from war construction.” 





As for these last two reserves, Mr. 
George O. May, one of the deans of 
the accounting profession, has this to 
say in the May number of the Journal 
of Accountancy: 


“We would all agree that if we could 
estimate those costs, they should be regarded 
as a part of the cost of the production dur- 
ing the war years; that the adaptation of 
peace facilities to war needs and the res- 
toration of the facilities to peace uses are 
both part of the cost of the war period and 
should be absorbed against what we mis- 
takenly talk of very often as war profits. The 
only problem is one of estimation, and that 
would seem to be one of the situations which 
could be met by some form of reserve with 
reasonable provision for readjustment to the 
extent that the reserves proved unnecessary.” 


In the 1941 corporate reports are 
numerous examples of several types of 
plant reserves mentioned by the Insti- 
tute committee, but they are for the 
most part not clearly particularized. 

Bridgeport Brass provided $400,000 
for contingencies, explained by the 
president in these words: “‘Consider- 
able expense was incurred in the con- 
version of our normal operations to 
large production of war material in- 
volving training of personnel and rear- 
rangement of plant. At some future 
date, however, expense must be in- 
curred in the transition to a peacetime 
economy.” 

Greenfield Tap and Die provided 
$125,000 for ‘“‘amortization of tools 
and fixtures” and $100,000 ‘‘for trans- 
formation from wartime to peacetime 
economy.” 

Harnischfeger Corporation appropri- 
ated $150,000 for “maintenance de- 
ferred and future alterations of plant 
facilities.” 

I have not found any instance of a 
specific reserve for accelerated obsoles- 
cence, but I know of one case where 
there might well be such a reserve. 
Three days ago Tom Treanor, the Los 
Angeles Times columnist, wrote of a 
plant visitation he was making: 


“It is so modern .... . and so glitter- 
ingly new that we thought it should be in 
operation 100 years from now. 

“But before we went into its brand new 
foundry .... the plant manager an- 
nounced cheerfully that the foundry is ob- 
solete already. 

“This in a plant that hasn’t gotten into 100 
per cent. operation yet. It has only just 
touched 80 per cent. 











Take your time, Jake! 
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Jake is not dead. 
Jake is thinking. 
Jake is thinking about his next move. 


Jake knows there are a lot of possible moves 
(mostly bad) in a game of chess. But Jake does 
not know how many. Shall we tell him? Hey, 
Jake! Get a pencil. Write down “1.” Then 
write five hundred zeros after it. That’s how 
many possible moves in a game of chess! 


We know from experience that, ordinarily, a 
lot of people would write to us and say, “Out 
with it! How did you arrive at that figure?” 
So we will answer them right now: 


Dear Reader. We didn’t arrive at it. We got 
it out of a book. We don’t know how the 
mathematician who wrote the book arrived 
at it. But he is an expert mathematician, and 
we trust him. We are experts, too, but on a 
different kind of figure work. Our kind is the 
figure work connected with business and in- 
dustry (especially costs and payrolls). We 
make adding-calculating machines to handle 
such figure work, and provide an accurate 
guide to the best management-moves. 


These machines are vital weapons in man- 
agement’s battle for increased production. 
They are fast, to save time. They are eco- 
nomical, to save money. They are called 
Comptometers. Yours very truly, 


Felt & Tarrant Manufacturing Company, 
1734 North Paulina St., Chicago, Illinois. 
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“The first steel was erected only 16 
months ago on its newly cleared ground. 
But its acres of foundry are nonetheless ob- 
solete. 

“It’s not essential to the war effort to de- 
scribe why the foundry is obsolete. Suffice it 
to say that it makes cylinder heads by cast- 
ing.” 

RESERVES FOR PAYROLL LIABILITIES 


You all know that liabilities are not 
so easy to determine these days. New 
ones constantly arise. Here is a bit from 
the May Ist issue of the United States 
News: 

“Retroactive Raises. The War Labor 
Board, in a decision which will be expensive 
for many employers if it becomes a prec- 
edent, has voted over management objections 
to make any wage adjustment in the ‘little 
steel’ cases retroactive to the first week of 
February, the date the cases were certified 
to the Board by the Labor Department.” 


This does not mean that all corpora- 
tions should make deductions from 
their profits and set up reserves for un- 
known but possible pay roll liabilities, 
but it is something to think about! 

The Institute committee’s reserve 
No. 9 is also interesting: 

“(9) Separation allowances which may be 


paid to employees who are discharged 
at the termination of the war.” 


In some cases separation allowances 
may be required by contracts with labor 
unions. In other cases the consideration 
of management for those it can no 
longer employ may influence it to pay 
such allowances voluntarily; or, as the 
problem becomes more ominous, legis- 
lation may be enacted to make such al- 
lowances obligatory. 

Instead of setting up reserves for 
separation allowances, many important 
corporations either inaugurated em- 
ployee retirement plans in 1941 or 
greatly expanded insurance plans previ- 
ously in effect. I have a list of 23 ex- 
amples. While most of these plans 
involve heavy payments to insurance 
companies, especially premiums for 
employees’ past service benefits, the 
payments were deductible for tax pur- 
poses under the 1941 law and, with 
some added restrictions, may be allow- 
able under the forthcoming tax law. 

Of course, the most difficult liability 
of all to calculate is that old-timer, 
taxes, and that is all I am going to say. 
Just the one word! You will hear plenty 
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about taxes from the next two speakers. 
I hope you like what you hear. 


GENERAL READJUSTMENT 


There are one or two other business 
eventualities that the conservative busi- 
nessman should, perhaps, provide for 
out of current profits. I will mention 
them only briefly. 

There is the cost of recovery of nor- 
mal markets by a concern which has 
switched from its regular functions to 
war production exclusively. This would 
involve the redesign of normal prod- 
ucts or the development of new prod- 
ucts to meet technological improve- 
ments, to utilize material not heretofore 
abundant, such as magnesium, and to 
meet competition resulting from a gen- 
eral excess of plant capacity. 

The second eventuality would apply 
to companies organized during the war 
and for war production. If such com- 
panies intend to continue in business 
after there is no longer a demand for 
their wartime product, considerable 
cost may be sustained in the develop- 
ment of a peacetime business. 


ACCOUNTING TREATMENT OF 
RESERVES 


Now a few words, in closing, about 
the accounting treatment of these vari- 
ous types of reserves. 

A recent article on the subject of re- 
serves contained a well-thought-out dif- 
ferentiation between the two principal 
types. The author called them manda- 
tory reserves and discretionary reserves. 

Under mandatory reserves would be 
grouped all those provisions which at- 
tempt to recognize, in the accounts of a 
given period, all those costs and ex- 
penses which relate thereto and without 
which a financial statement would be 
incomplete. Or, to put it another way, 
foreseeable costs and losses applicable 
against current revenues to the extent 
that they can be measured or allocated 
to certain periods with reasonable ap- 
proximation even where the amounts 
may not be definitely determinable at 
the moment. 

Under discretionary reserves would 
come provisions for future expendi- 
tures and losses which either cannot be 
definitely foretold or, if they are envi- 
sioned, they cannot be measured today 





with any reasonable approximation. Or 
in other words, reserves which are 
prompted by expectation or fear not 
only that the experience of the past will 
repeat itself in the future, but that cer- 
tain well defined new trends, social or 
otherwise, will have adverse financial 
results. 

That seems about as logical a distinc- 
tion as any, but as in all distinctions, 
there is a borderline where a given re- 
serve might fit into either one of the 
two classes or partake of both. Espe- 
cially in these early days of enhanced 
use of reserves, one would expect to 
find, and does find in published reports, 
many reserves described only in general 
terms. Later on, in 1942 and 1943, we 
may expect to find not only further in- 
creases in reserves, both in number and 
amount, but much greater particularity 
in describing and identifying the pur- 
poses for which the reserves are created. 

The problems of accounting treat- 
ment follow generally the distinctions 
between the two types of reserves. For 
income statement presentation, it seems 
generally well established that practi- 
cally all the types of reserves we have 
discussed today which excludes reserves 
introduced merely for the purpose of 
equalizing profits—may properly be 
shown on the face of the income state- 
ment. However, the so-called manda- 
tory reserves are entitled to be, and 
should be, deducted in arriving at any 
figure described as net income. 

The second grouping, the so-called 
discretionary reserves, while still en- 
titled to be shown on the face of the 
income statement, should be shown as 
a deduction from net income with a 
final amount captioned in some such 
manner as ‘‘Net income transferred to 
surplus,” or “Balance of net income.” 

As to balance sheet treatment, there 
is as yet no real unanimity among the 
experts. However, mandatory reserves 
affecting the valuation of assets are pref- 
erably shown as deductions from the 
various respective assets, while discre- 
tionary reserves affecting those same as- 
sets are more customarily shown on the 
liability and capital side of the balance 
sheet. 

Perhaps the most difficult question 
of all is whether a discretionary reserve, 


(Please turn to page 396) 
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REVIEWS of Recent Business Publications 


“COST ACCOUNTING FOR WAR PRO- 
DUCTION,” by W. B. Lawrence, C.P.A. 
Prentice-Hall, Inc., New York. 350 pages. 
$4.65. 

This is a textbook designed to furnish 
practical training in cost accounting in the 
shortest possible time. While not, as the 
title may imply, concerned only with the 
problems of cost accounting arising out of 
war production, it does discuss aspects of 
current government regulations as they af- 
fect costs and cost methods. The book is 
the latest in the Prentice-Hall accounting 
series edited by H. A. Finney. 

As the preface points out, every effort is 
made to reduce theoretical discussion to a 
minimum and to concentrate on the “how,”’ 
“what,” and ‘‘why.’’ It can be used to ad- 
vantage by controllers, therefore, if they 
wish to provide inexperienced or partly 
trained staff members with a means of en- 
larging their capabilities. The book is com- 
prehensive enough to give them a good 
background knowledge to fortify “on the 
job” training that should be helpful under 
present day pressures. 

The book contains sixteen chapters and 
an appendix which is a reprint in full of 
Treasury Decision 5,000. This decision, as 
we know, provides an authoritative under- 
standing of governmental attitudes on the 
various subjects of costs and cost account- 
ing. . 

The first two chapters cover the funda- 
mentals on which cost accounting is built. 
Eight chapters deal with essentials of spe- 
cific order, or job order, cost accounting. 
Two chapters deal with closing entries and 
the preparation of analytical financial state- 
ments. The next two chapters cover con- 
tinuous process cost accounting, including 
the problems of beginning and ending in- 
ventories of unfinished work, and the two 
final chapters discuss the use of standard 
costs for managerial control purposes and 
the incorporation of standard costs in the 
accounts. 

The problems used to illustrate the ap- 
plication of the material are practical and 
sound, 

While we may not all agree with the 
methods proposed or the forms used, the 
general presentation of the subject matter 
is good and the order in which it is pre- 
sented excellent. Chiefly because of the 
fact that the book is written concisely, some 
knowledge of elementary accounting will 
probably be necessary in understanding 
many of the fundamentals discussed. 

Reviewed by Morrison H. WATKINS. 


“PLANT PRODUCTION CONTROL,” 
by C. A. Koepke, John Wiley & Sons, Inc., 
New York, 1941. 497 pages. $4.00. 

While there is nothing particularly 
unique about the theories or organization of 
ideas in this book, it should serve, never- 
theless, as a sound manual on plant pro- 
duction control for plant executives and 
students of management. 

Although such topics as personnel, wage 
incentives, building design, material han- 
dling and factory layout are given no at- 
tention by Mr. Koepke, he does study 


closely the problems of: correlation of 
sales and production, product design and 
research, budgets, selection of materials, 
purchasing, inventory control, plant capac- 
ity, maintenance and depreciation, machine 
replacement, methods and standards, tool 
control, product analysis and routing, sched- 
uling and machine loads, manufacturing 
orders, dispatching, centralized production 
control, inspection and measuring factory 
performance. Familiar mathematical for- 
mulae are suggested as solutions to many 
of the problems, such as material substitu- 


tion, economic purchase order, economic lot 
size, purchasing equipment and tools, repair 
costs, and machine replacement. 


‘‘ECONOMICS: PRINCIPLES AND 
PROBLEMS,” by Paul Fleming Gemmill 
and Ralph Hamilton Blodgett, Harper & 
Brothers, New York. 1121 pages. $4.50. 
This new one-volume edition has been 
completely rearranged and thoroughly re- 
vised to include up-to-date material on 
economic changes that have taken place 
during the past five years. 


An American Achievement...a Calculator 
that is so completely automatic that all 
mental and physical effort is eliminated 
from its operation. Created by American 
designers and engineers to fulfill every 
need in modern business and scientific 
requirements. Demonstration proves this. 


Fridén Automatic Calculators are Sold and Serviced by a 
Factory trained personnel in over 250 Company controlled 
Sales Agencies throughout the United States and Canada. 
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A Suggestion to the Committee on 
Post-War Controllership Problems 


By Franzy Eakin 


The problems of post-war would, 
without question, be rated by the 
people of the United States as their 
second most important set of prob- 
lems. The first, of course, are con- 
cerned with how and when can we 
win this war. The agency or group 
of people that provides a solution to 
these post-war problems will be hon- 
ored and rewarded by the people. As 
controllers organized in this commit- 
tee, we have an opportunity and a 
challenge to use our knowledge and 
experience in the interest of both our 
private business enterprises and our 
nation. I predict that we will meet 
the.challenge and use the opportunity 
to advantage. 

We are not alone in looking to- 
wards the problems of post-war. On 
April 13 the “Twentieth Century 
Fund” released two important docu- 
ments. One of these was entitled 
“Post-War Planning in the United 
States.” This is a booklet of 158 
pages, and sets forth in some detail 
all of the research projects concern- 
ing which Dr. Galloway could secure 
adequate information. One hundred 
twelve different agencies, organiza- 
tions, or committees reported to Dr. 
Galloway. Thirty-five of these are 
agencies of the Federal Government. 
How many other agencies or institu- 
tions have not been included, cannot 
be determined. 

The 112 reporting agencies listed 
64 classes of problems to which they 
are directing attention. These prob- 
lems include nutrition, taxation, re- 


laxation of war controls, the Jewish. 


problem, education, fiscal policies of 
the United States, savings and capital 
formation, and many other sociologi- 
cal and economic problems. 


EXERCISES IN Locic, Not Facts 


A review of the problems reported 
by these agencies and the methods 
which they are using for their studies 


suggests two important facts: First, 
that while a substantial majority of 
these studies are proceeding upon a 
set of assumptions concerning the 
post-war world, few of them are mak- 
ing any attempt to determine the 
method by which we will proceed 
from the present to the post-war 
world. The second important fact 
about most of these studies is that they 
are exercises in logic, and not analyses 
and syntheses of established facts. 

By this I mean to say that most of 
these studies not only start from a set 
of unsupported assumptions concern- 
ing the post-war situation, but with 
a number of unproved premises con- 
cerning relationships between causes 
and effects. Without doubt the stu- 
dents in these agencies and institu- 
tions will do a considerable amount of 
work to state clearly the assumptions 
which they make concerning the post- 
war world, to find and furnish au- 
thorities for the premises which they 
advance, and to demonstrate the logi- 
cal processes by which they arrive at 
their conclusions, and to describe in 
great detail the situations which they 
believe will follow, should their con- 
clusions and recommendations be 
made effective in any post-war world. 


CHASE, THE LOGICIAN 


The second important report which 
the “Twentieth Century Fund’ re- 
leased was the first of a series of six 
reports being prepared by Stuart 
Chase. The general title of these six 
reports is, “When the War Ends.” 
The first of these reports is entitled, 
“The Road We Are Traveling 1914- 
1942.” This report is written in an 
interesting manner, and is a reason- 
ably accurate, factual review of cer- 
tain developments in the 24-year pe- 
riod which it covers; but in the main 
it is also an exercise in logic. If the 
other five reports of this series are 
developed in the same manner, I pre- 
dict that they will contain little of 
value for a solution of post-war prob- 
lems. 

I have dealt at length upon these 
matters for two reasons: (1) I am ex- 
tremely anxious that, as controllers, 
we avoid the mistakes which it seems 
to me others are making; and (2) I 
firmly believe that if we, as control- 
lers, will use our knowledge and 
techniques, we can make a real con- 
tribution to the solution of post-war 
problems. 

On the first point—that is, the 





with double entry logic. 


this most recent contribution. 





CONTROLLERSHIP TECHNIQUES AND ECONOMIC 
RECONSTRUCTION 


Whether the post-war world is as abysmally bankrupt as indus- 
try believes it will be, or as unbearably beautiful as the New Deal- 
ers hope it will be, there will certainly be a place in it for the type 
of constructive thinking proposed in this paper by Mr. Eakin. 

In brief, Mr. Eakin proposes to introduce into the realm of eco- 
nomic thinking and action some of the cold and direct tech- 
niques of controllerships; he would acquaint Mr. Stuart Chase 


| Mr. Eakin, Vice-President and Controller of the A. E. Staley 
| Manufacturing Company of Decatur, Illinois, is a frequent con- 
| tributor to these pages. ‘Old subscribers” will not fail to peruse 


—THE EDITOR 
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HELPING BURROUGHS USERS MEET TODAY’S PROBLEMS 
WITH THEIR PRESENT EQUIPMENT 






_©°We bought this 
machine a few years 
ago for posting our 

_ customers’ accounts, 

but today, that is 

just a part-time job. << 
66So Burroughs showed us how we can also 


_ use this machine to post our material and cost 
| records and write our complete payroll.?” 





Under today’s wartime conditions, Burroughs systems 
and installation men are rendering invaluable aid to 
Burroughs users by showing them how to make the 
fullest use of the equipment they now own... how to 
adapt their present machines to new conditions... 
how to make them last as long as possible. Can 
Burroughs be of help to you? Telephone the local 
Burroughs office, or, if more convenient, write to— 


BURROUGHS ADDING MACHINE COMPANY 
DETROIT, MICHIGAN 


_ Burroughs 





* FOR VICTORY—BUY UNITED STATES WAR BONDS AND STAMPS * 
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avoidance of mistakes which others 
are making—I quote a paragraph 
from a letter which I wrote our Man- 
aging Director, Mr. Arthur Ray 
Tucker, last Saturday: “The Commit- 
tee should approach the problems of 
post-war through the controllers’ 
duties of accounting, budgeting, and 
interpreting. Under no circumstances 
should it consider any problem or 
phase of any problem until it is clearly 
shown that there is a direct and un- 
derstood connection between the 
problem and the accounts, budgets, 
and interpretation of private business 
enterprises. In this manner we can 
keep our feet on solid ground and 
command the respect of the public 
and of governmental officials for our 
findings and recommendations.” 


THE CONTROLLER’S ROLE 


As to the second point, I quote a 
paragraph from an article which ap- 
peared in May 1932, written by Mr. 
Frank J. Carr, the first president of 
our Institute: “There is perhaps no 
single position in industry generally 
which offers a greater opportunity 
for constructive service than the con- 
troller’s. He can exercise a definite 
influence over the operating results of 
his own concern. He can be helpful 
to business by giving sound and con- 
structive advice to legislative bodies, 
regulatory bodies and other govern- 
ment agencies. He can promote sound 
economic thinking and can take a sig- 
nificant part in leading business out 
of the maze of difficulties through 
which it is now going. Finally, the 
position offers a tremendous oppor- 
tunity to the individual himself be- 
cause it can develop into as important 
an element in business and society as 
any of the great professions.” 

Mr. Carr could not write a more 
timely paragraph today than the one 
I have just quoted, although this was 
written ten years ago. 


LEDGERS OF HUMAN AND 
MATERIAL THINGS 


Post-war controllership problems 
will be concerned with exactly the 
same problems with which we are to- 
day concerned. These are to account 


The Controller, August, 1942 


accurately for the things owned by 
our enterprises, and for the relations 
which exist between our enterprises 
and other enterprises and people. In 
the final analysis we have just two 
kinds of accounts: Accounts which 
express valuation of physical things 
or services to be rendered, and ac- 
counts which express relationships be- 
tween people. These two kinds of 
accounts are not an arbitrary device 
of controllers, but are an expression 
of the factual conditions which exist 
in the world in which we live. Our 
world is comprised of things and 
people. Our accounts are factual 
because they are concerned with 
things and the relations between peo- 
ple. The only problems of post-war 
will be problems which are concerned 
with things and with people. 

Before going further I want to em- 
phasize the futility of attempting to 
divide time into segments. In speak- 
ing of other agencies engaged on 
these problems, I mentioned that 
many of them are making assump- 
tions as to a post-war situation with- 
out consideration of the transition 
from the present to post-war. I hope 
that we do not do this. I hope that 
we begin where we are; that we pro- 
ceed by considering the actions which 
we are today taking; and that we 
project out into the future the results 
which will flow from these actions, or 
results which will flow from other 
actions that might be taken. That is 
to say, I hope that we approach our 
statement of post-war as a description 
of situations which our actions pro- 
duce. This will be an application of 
our budgeting techniques. 


CONSIDER THE PRESENT 


If today we value things according 
to our concepts and state the relation- 
ships of people as we see them, then 
we can extend these valuations and 
these relationships and describe ac- 
curately and fully the transition from 
the present to post-war. Further- 
more, we will have the background of 
the problems that will then face us, 
and in the light of the background 
and the knowledge of how we arrived 
at post-war, we can safely plan for 





the solution of whatever problems 
then exist. But if we fall into the 
error of others and project ourselves 
out into some future situation with- 
out consideration of the present or 
the transition to that future situation, 
we will state for ourselves problems 
that are without background and 
without historical continuity, and 
problems concerning which neither 
we nor anyone else can safely formu- 
late an opinion. 

Mr. Carr, in the paragraph which 
I quoted, stated that we ‘‘can be help- 
ful to business by giving sound and 
constructive advice to legislative bodies, 
regulatory bodies and other govern- 
ment agencies”; and further, we ‘‘can 
promote sound economic thinking and 
can take a significant part in leading 
business out of the maze of difficulties 
through which it is now going.” 

The procedure which I just sug- 
gested provides the basis for both 
of these accomplishments. In other 
words, if we will factually describe 
our situation today, and then, on the 
basis of this, project it, we can go to 
legislative bodies and regulatory bodies 
and convince them of the soundness 
of any recommendations which we 
make. Beyond this, if we project 
our concept of post-war on a basis of 
facts, then we can demonstrate to the 
public generally, as well as to legis- 
lative bodies, the soundness of our 
economic thinking. With sound 
economic thinking, based on facts 
clearly interpreted, we should have 
no insurmountable obstacle in leading 
business out of its present maze of 
difficulties. 


CLASSIFICATION OF ACCOUNTS, 
AND PROBLEMS 


It is now time to give these general 
statements specific application. Our 
balance sheet accounts have in them 
four general classes of accounts which 
deserve careful study. These are the 
inventory accounts; the permanent 
accounts; the reserve for contingency 
accounts; and the ownership ac- 
counts, including funded debts. The 
other accounts in our balance sheet 
have few serious problems insofar as 
the individual business enterprise is 
concerned, but with respect to the 











accounts which I have named there 
are several problems of such impor- 
tance that sub-committees of this gen- 
eral committee should be appointed 
to consider them. 

The problems connected with the 
inventory accounts are basis of valua- 
tion, control of quantities, and de- 
termination of probable obsolescence. 
The problems of valuation are im- 
portant, not only with respect to the 
determination of current profits, with 
their attendant tax burdens, but they 
have a larger implication in two di- 
rections. When inventories are over- 
valued, profits are stated unduly high, 
which, in today’s situation, brings 
criticism upon industry. Further, an 
overstatement of profits now leads to 
a weakening of financial resources 
through the overpayment of taxes, 
and makes more difficult the adjust- 
ment to a lower price level when that 
time comes. 

While controllers have developed 
several specific methods of valuing in- 
ventories, they have not carefully 
thought through all of the implica- 
tions of their several methods. Cur- 
rently we are devoting a considerable 
amount of time to the discussion of 
the “‘last-in, first-out’? method of in- 
ventory valuation. It is my opinion 
that if we possessed a well-grounded 
philosophy of valuations, the argu- 
ments over the several methods of 
valuing inventories would quickly be 
resolved, and a new method developed 
which, both in long and short terms 
of time, would serve our enterprises 
better. 

The specific problems relating to 
permanent accounts involve the basis 
of establishing values for new con- 
struction, determining rates of depre- 
ciation and obsolescence, and the 
problems connected with plant exten- 
sions financed under several provi- 
sions of our War Acts. These prob- 
lems are made more difficult by the 
attitude of the Internal Revenue De- 
partment which seems to be under 
compulsion to collect the largest 
amount of taxes possible even though 
sound valuation of assets must be ig- 
nored. 


(Please turn to page 392) 
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N.A.M. Survey Shows Tax Rise 
Endangering Post-War Industry 


Defending industry against the 
charge that it is making “unconscion- 
able profits” from the war effort, the 
committee on government finance of 
the National Association of Manufac- 
turers said July 13 that the country had 
less to fear from creating war million- 
aires than, through heavy taxation, im- 
pairing the effectiveness of manufac- 
turing corporations to cope with post- 
war problems. 

“For 1940,” the committee said, 
‘2,225 profitable corporations reported 
that their business expenses, other than 
taxes, absorbed 88.7 per cent. of sales, 
and the balance was divided, 3.5 per 
cent. for taxes and 7.8 per cent. for 
dividends and reinvestment. These 
figures have been reversed, for in 
1941, 7.4 per cent. of the sales dollar 
went for Federal taxes and 6.8 per 
cent. was retained as net income. If 
the pending tax proposal is adopted, 
8.8 per cent. of the sales dollar would 
be paid as Federal taxes and only 3.8 
per cent. left for dividends and other 
corporate uses.” 

The survey was compiled on the 
basis of replies received from 2,800 of 
some 4,000 corporations queried. It 
was prepared by the association’s com- 
mittee on government finance of which 
Mr. J. Cheever Cowdin is chairman. 

The report of the committee em- 
phasized that corporations engaged in 
war production are experiencing in- 
creasing difficulty in maintaining ade- 
quate liquid reserves. They are obliged 
to carry large inventories, increased 
volume of accounts and notes receiv- 
able. This ties up working capital 
which otherwise would be held in cash 
or marketable securities, it was pointed 
out. 

“Thus the problem of translating 
profits into cash resources has become 
more difficult,” the study observed. 
“On the other hand, wages must be 
paid in cash and both of these items 
are rising. These factors are draining 
cash resources and require expansion 
in borrowing since earnings are not 
providing the necessary cash. 


“The 2,225 profitable corporations 
estimate that in 1942 they will require 
$1,004,947,000 additional funds to fi- 
nance the increase expected in inven- 
tories and receivables,” it was added. 
“They have debts payable in 1942 in 
an aggregate amount of $1,728,962,- 
000 and a tax liability under the pend- 
ing tax proposal estimated at $2,599,- 
071,000. Against these financing re- 
quirements totaling $5,332,926,000, 
these companies expected they would 
have net incomes before taxes of only 
$3,500,423,00.” 

The N.A.M. estimated that the 
2,225 corporations provide about 20 
per cent. of total taxable corporate in- 
come, and for that reason their prob- 
lem of liquidity is a very serious one. 

On dividends, 1,045 of the com- 
panies studied hazarded estimates of 
future dividend payments. In 1940, 748 
of the companies paid dividends in an 
aggregate amount of $325,724,000 
and in 1941, 808 disbursed $354,898,- 
000. It was estimated that under 1942 
tax proposals, the number of dividend 
payers in the group would drop to 776 
and the aggregate distribution to 
$295,698,000. The study pointed out 
that the figures on dividends include 
an unknown amount of preferred div- 
idends, adding that reduction in com- 
mon dividends under increased taxes 
will undoubtedly be most severe. 


“OPERATING RESULTS OF LIMITED 
PRICE VARIETY STORES FOR 1941, by 
Miss Elizabeth A. Burnham. Published by 
the Harvard Bureau of Business Research, 
Harvard University, Cambridge, Mass. 

According to the findings published in 
this bulletin, the eleventh in a series of an- 
nual studies of operating results in the 
limited price variety store field, total sales 
for 1941 of the limited price variety chains 
amounted to a 15 per cent. rise over sales 
for 1940. 

Since few new stores were opened in 
1941, this sales increase was accomplished 
chiefly by increased sales in existing estab- 
lishments. For fifteen chains for which an- 
nual profit and loss statements were avail- 
able over a twelve-year period, average sales 
per store were the highest on record, ex- 
ceeding even the previous peak of 1929. 
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It is quite probable that should 
the war last a few years, we will find 
that our customary procedures for 
valuation of permanent accounts will 
fail to provide for actual depreciation 
and accrued obsolescence. There are 
some indications that under the im- 
pact of war conditions new processes 
and new methods are being devel- 
oped, and also new products, which 
will render inadequate (if not com- 
pletely obsolete) a large portion of 
today’s plants. In addition to these 
problems are the problems of valua- 
tion which arise because of the large 
expansion of plant facilities. None 
of us today has a clear idea of the 
probable use and ownership of most 
of the plants now being constructed 
for war purposes, but I am certain 
that if we will keep our feet on the 
ground and approach these problems 
in a factual manner, we will arrive at 
solutions which can be made appli- 
cable in the post-war period. 


RESERVES FOR CONTINGENCY 


The third set of accounts—namely, 
reserves for contingency—is of im- 
portance. Even though we satisfac- 
torily (according to today’s methods) 
value inventories, permanent  ac- 
counts, and other assets, there are still 
strong possibilities that our valua- 
tions may be overstated, and even 
some possibilities that our liabilities 
to others are understated. For these 
reasons it is necessary that adequate 
reserves be established, with a corre- 
sponding charge against current op- 
erating costs. During recent weeks 
several of our large corporations have 
established such reserves and prop- 
erly accounted for them, but unfortu- 
nately the publicity on these actions 
has been bad. A number of commen- 
tators and some governmental ofh- 
cials have severely and adversely crit- 
icized business enterprises for the 
establishment of such accounts. It 
is my feeling that we, as controllers, 
are in a position to establish sound 
bases and clear interpretations for 
these accounts which, if given the 
right publicity, will bring praise—not 
condemnation. I recommend this 
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subject for careful study by some sub- 
committee of our general committee. 


PROBLEMS OF OWNERSHIP 


The fourth class of problems re- 
lates to ownership, including funded 
debts. The problems here are con- 
cerned with the provisions of various 
classes of stocks and indebtedness 
which determine the relationship 
that shall exist between common and 
preferred stockholders and _long- 
term creditors of the enterprise. In 
my opinion, the solution of these 
problems requires that less rigid re- 
strictions be made so that under ex- 
tremely adverse conditions which may 
exist for a short period of time the 
equities and rights of common share- 
holders cannot be wiped out. In re- 
cent years great injustice has been 
committed against the common share- 
holders of many of our large utilities, 
particularly railroads. Temporary 
situations with respect to earnings 
have been made the basis whereby 
common stockholders have lost all of 
their rights, and in many cases pre- 
ferred stockholders have lost consid- 
erable rights to long-term creditors. 
These problems are not easy to solve. 

In addition to problems concern- 
ing our balance sheet accounts, we 
have several problems in our receipts 
and costs accounts. Some of these are 
matters of measurements, but most 
of them are questions of interpreta- 
tion. I would recommend that my 
articles on these accounts which ap- 
peared in ‘The Controller” in June 
1937 and February 1942 be carefully 
considered by one of our sub-com- 
mittees. If we will develop a simple 
and factual method of reporting 
profits and losses, we will make a 
truly great contribution to maintain- 
ing of private business in the post- 
war world. These accounts, what- 
ever we call them—profit and loss, or 
income and expense, or receipts and 
costs—are concerned with things and 
services which people produce and 
with the manner in which these are 
divided among the people. 

To this point I have been con- 
cerned with accounting, budgeting, 
and interpreting for individual pri- 





vate business enterprises. These con- 
trollership tools have meaning and 
value beyond our individual enter- 
prises. They can be extended to the 
total of our national economy. 

Before entering upon the next part 
of this paper, I pause to summarize: 
i—We have an opportunity—probably 

the greatest in the history of our pro- 

fession; 

2—We should deal with the specific facts 
of our business enterprises, both as 
related to the particular enterprise and 
as related to the national economy; 

3—We should use the scientific method, 
which we so well understand and 
apply both in our bookkeeping and 
in our budgeting procedures; 

4—Each of our individual business en- 
terprises is a part of the national 
economy. As a part of the national 
economy it both acts upon and is 
acted upon by all other enterprises 
and agencies in the total of the econ- 
omy. 

Next, I wish to make some specific 
suggestions as to the method for solu- 
tion of post-war problems pertaining 
to the total of our national economy. 
In my general and introductory re- 
marks I described my concept of the 
procedures being used by many agen- 
cies studying post-war problems. If 
we, as controllers, follow them, our 
time is wasted; but if, on the other 
hand, we will start with our current 
accounts and project these current ac- 
counts by enterprises and by indus- 
tries, then we can establish a factual 
base for our solutions. 

To state this suggestion in differ- 
ent form, it is to say that we should 
use the scientific method of problem 
solution. In the empirical sciences 
(chemistry, physics, and _ others) 
workers proceed by careful determi- 
nation and recording of facts, and by 
varying and controlling conditions 
establish new facts which are also 
carefully observed and recorded. It 
is this method which I recommend to 
you. We should take our current 
balance sheets and profit and loss 
statements, and then by assuming 
specific changes establish a new set of 
balance sheets and income statements. 
I can state this even more directly by 
saying—let us start with current ac- 
counts, and by our budgeting tech- 
niques determine the results which 
will flow from various sets of actions 











which our individual enterprises, in- 
dustries and our nation can take. 


ADAPTING BOOKKEEPING TO 
ECONOMIC MEASUREMENTS 


In the letter which I have previ- 
ously referred to, to Mr. Arthur R. 
Tucker, written on Saturday, I made 
a statement which I quote: ‘Since 
each enterprise is a part of our na- 
tional economy, we must have knowl- 
edge of the national economy in order 
that we can determine the nature and 
extent of adjustments to be made in 
our concepts and practices of account- 
ing for values, liabilities, and owner- 
ship. That this information con- 
cerning the national economy be in 
familiar form, I suggest that, as a part 
of the activities of the committee, my 
work in adapting bookkeeping to 
economic measurements and interpre- 
tations be used to give direction to 
the studies of the committee, and 
that any findings and recommenda- 
tions be checked by this method be- 
fore they are finally approved or 
adopted by the committee.” 

In 1928 I became manager of the 
Special Service Department of Ernst 
& Ernst’s St. Louis office. My duties 
consisted of answering a few simple 
questions which our clients asked. In 
general, there were two of these ques- 
tions: (1) How can my business be 
made more profitable? (2) How can 
problems involving organization of 
our personnel be satisfactorily solved ? 

With respect to all matters internal 
to most of the business enterprises we 
had ample information concerning 
facilities, production, sales, costs, 
profits, and the liabilities of the own- 
ers of the business to all other people 
for solution of these problems. This 
information provided an adequate 
historical basis to determine the past 
and current situation; and also, a basis 
upon which informed guesses as to 
the future could be made. 


ECONOMISTS OPERATING IN THE PAST 
AND THE POSSIBLE 


Even though we had adequate in- 
ternal data, we were faced with an 
almost complete absence of informa- 
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tion concerning the national scene 
within which the business enterprise 
operated. In those days I thought it 
would be easy to turn to the econ- 
omists and statisticians and discover 
both how the national economy was 
operating and what its immediate 
future might be. Being an account- 
ant and accustomed to the preciseness 
of our methods, I was soon aware 
that the economists proceeded with 
little knowledge of the current situa- 
tion, but with some highly developed 
concepts of how the economy did, 
might, or should operate. I obtained 
little help from the economists since 
most of their laws were derived from 
partial and inadequate knowledge of 
economic facts. 

The statisticians possessed many 
facts and much information. For in- 
stance, in the “Survey of Current 
Business” regularly published by the 
United States Department of Com- 
merce, there are more than 2,000 se- 
ries of factual information. Study 
of this material disclosed two condi- 
tions: (1) that the measurements 
were recorded in a form which, in 
private business, we would call “single 
entry” accounts, and (2) that none of 
the information was related in double 
entry form, so that the “where-from 
where-to” relationships could be de- 
termined. 

Further study discussions with stat- 
isticians and economists disclosed to 
me another situation; namely, that 
some of the economists were accept- 
ing the single entry time series of the 
statisticians, and then, by relating in 
time certain specific occurrences in 
economy, were deducing new “laws” 
which they stated controlled. For in- 
stance, many students accepted the 
single entry account of bank deposits 
as being the key to all of the opera- 
tions of our national economy. No 
controller will accept any single ac- 
count as controlling or disclosing all 
of the activities of his enterprise, but 
the economists have no such inhibi- 
tions. 


NEED FOR NEw TECHNIQUES 
After several years of study along 


these lines, I decided that new tech- 
niques must be developed if adequate 
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information concerning the national 
scene were to be made available so 
that interpretations of it could be 
made to improve our private business 
and our national economic situation. 
I decided that I would apply our pro- 
cedures to the national economy. 
These are bookkeeping, organization 
charts, and statements of policies and 
practices. That you may better un- 
derstand what I am saying and be pre- 
pared to consider my recommenda- 
tion, I now hand to you certain 
material that will be helpful. This 
material consists of two reports and 
a set of duplicated forms. These re- 
ports are specific applications of my 
concepts as to measurement and in- 
terpretation of the economic affairs 
of two states—New Hampshire and 
Illinois. I am not going to discuss 
these. You may consider or destroy 
them later. Your attention is di- 
rected to the forms. 

There are four of these forms. The 
first two are adaptations of bookkeep- 
ing forms to statements of accounts 
for the national economy. The sec- 
ond two are an organization chart for 
the total economy, and a statement of 
principles which disclose the pro- 
cedure or technique by which people 
successfully organize their joint ac- 
tivities. Brief descriptions of these 
forms will enable you to properly 
evaluate my suggestions for their use 
in the work of this committee. 

The first of these statements is en- 
titled, “The Bookkeeping Picture.” 
You will note that the list of accounts 
for balance sheets and receipts and 
costs are accounts with which we are 
all familiar. They are the same ac- 
counts, and have the same meaning, 
that like accounts have in our private 
business enterprises. The statement 
is divided into six segments from left 
to right. 

The first segment, ‘Business Except 
Banking,” states the accounts of all 
of our economic institutions con- 
cerned directly with the production 
and distribution of goods and serv- 
ices. Among these are manufactur- 
ing, mining, agriculture, transporta- 
tion, communication, and the several 
hundred other classes of business in- 
stitutions. 
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The second segment, “Banking,” 
embraces the Federal Reserve Banks 
and all of the active banks in the 
United States. Banking is a unique 
type of business institution. It is 
primarily concerned with providing 
the means whereby financial settle- 
ments are made among people and 
their institutions. In a real sense, 
banking is business. However, to 
show it as a separate segment in the 
total bookkeeping statement is to in- 
crease our ability to understand the 
operation of the economy. 

The third segment includes all of 
our governmental institutions—fed- 
eral, state, and local. 

The fourth segment, ‘The People 
in Their Homes,” embraces all of our 
strictly personal affairs. It is in our 
homes that we use our wealth to live 
and to enjoy living. 

The fifth segment is the total of 
the preceding four, and the sixth seg- 
ment is the net balances between our 
national economy and the economies 
of other people. 


INFORMATION AVAILABLE FOR A 
BOOKKEEPING STATEMENT OF THE 
NATIONAL ECONOMY 


The amounts to be entered in the 
accounts of this statement are accu- 
mulations by direct addition of all 
of the accounts of the enterprises, 
institutions and persons embraced 
within each segment. Governmental 
bureaus and various private organiza- 
tions, such as the National Bureau of 
Economic Research, Brookings Insti- 
tute, and the National Industrial Con- 
ference Board, have, in the past sev- 
eral years, accumulated adequate 
information in single entry or statis- 
tical form to provide a basis for the 
completion of this bookkeeping state- 
ment of our national economy. 

At the bottom of this form there 
is a section entitled ‘‘Statistics.”” In 
the first three sections, accounts are 
stated in money amounts, but here in 
the statistical section the operation of 
the economy is stated in terms of 
work performed, work consumed, and 
the benefits of work transferred by 
purchase and sale among the people 
and their institutions. 
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When, in a single statement, the 
work facts and the financial or money 
facts of our national economy are re- 
lated, there can be few misunder- 
standings or misinterpretations of 
the relationship among the people 
that are produced by any actions or 
that will result from any proposed 
actions. 


Work FActTs AND FINANCIAL FACTS 


In our private business enterprises 
the financial amounts which enter into 
our accounts are the product of units 
of things or services, multiplied by 
price. In this manner we bring 
into the accounts of our private en- 
terprises the work facts, as well as 
the financial facts. In order to un- 
derstand the national economy and 
its operations, it is likewise necessary 
that the work facts be brought into 
relation with the financial facts; and 
when this is done we can readily see 
that all real income is a result of 
work, but that we can have financial 
incomes without work merely by 
changing the relationships among 
people as debtors and creditors, either 
directly or indirectly through govern- 
ment and business enterprises. 

In my work I have completed these 
statements in tentative form for the 
years 1935, 1936, and 1937. As ev- 
idence of the value of these state- 
ments, I read you my comments con- 
cerning the statement for the year 
1935: 


“The people worked at ‘gainful oc- 
cupations’ a total time equivalent to 
41,205,000 man-years of slightly 
less than 40 hours a week. 

“The goods and services they pro- 
duced they valued at $55,186,000,- 
000. They imported goods and 
services valued at $1,753,000,000. 
“To maintain life and to derive en- 
joyment therefrom, the people con- 
sumed $53,946,000,000 of their 
production and importations and 
saved $2,993,000,000. 

“The people accepted 1.0.U.’s of 
their governmental agencies (Fed- 
eral, State, and local) to the extent 
of $5,839,000,000 to finance defi- 
cits. This appeared to the people in 
their homes, businesses, and banks 


as a financial gain. Actually it was 
a ‘mirage’ of wealth by which the 
people deceived themselves as to the 
cost of government. 

“Governments absorbed $15,584,- 
000,000 of the $55,186,000,000 of 
goods and services the people 
worked to produce. But by means 
of deficit financing the cost ap- 
peared to be only $9,745,000,000. 
The amount absorbed by govern- 
ment represented 11,635,800 man- 
years of work. This was the true 
cost of government. It was over 
28.23 per cent. of ‘gainful employ- 
ment’ of the people. 

“The people withdrew from their 
business institutions $2,281,000,- 
000, but they offset this in part by 
revaluations of goods and claims, 
$553,000,000. 

“By use of deficit financing in gov- 
ernment and withdrawals from busi- 
ness and banking and revaluations 
of their goods and claims, the peo- 
ple appeared to increase their net 
worth (‘saved’) $7,729,000,000. 
“But when all of the activities of the 
people (business, banking, govern- 
ments, international, and homes) 
were consolidated, the true increase 
in their wealth was found to be only 
$1,240,000,000. This was the net 
result of saving goods valued at $2,- 
993,000,000 less payments for net 
imports, $1,753,000,000.” 


In the first part of these remarks 
I urged that we keep our feet on 
the ground by starting with the cur- 
rent accounts of our business enter- 
prises, and here I am continuing that 
line of thought. I recommend that, as 
controllers, we apply our methods and 
our techniques to a statement of the 
affairs of our national economy as 
they have been and are today; and 
then, upon this sure foundation, we 
can use our budgeting techniques and 
our interpretative techniques to pro- 
ject into the future the results which 
will follow from the various actions 
now being taken in our nation, or 
which may be taken in the future. 
Not only can we project what the re- 
sults will be, but we can clearly in- 
terpret, so that there can be few mis- 
understandings of the effects of these 
actions upon the lives of the people. 





= Nh ° 





SAVINGS AND INFLATION 


I give you one illustration of the 
contribution which we can make to 
clear interpretation. During the past 
week certain students of national in- 
come and savings have given public- 
ity to one of their findings. They 
asserted last week that the people 
were saving a large part of their cur- 
rent receipts, and that this action re- 
duced the pressure for inflation. In 
the “Survey of Current Business” for 
April 1942, published last week by 
the United States Department of 
Commerce, there is a special report 
on these findings. In this article the 
recent increase in these savings is 
stated in a factual manner. Several 
comments and interpretations are 
given. The factual material appears 
to be approximately correct, but the 
interpretations are unsound. These 
interpretations are based on an inspec- 
tion of a portion of the accounts re- 
quired to disclose the savings. Here 
again I would say that the statisticians 
are working with their single entry 
account and have no means by which 
they can determine the offsetting ef- 
fects of the actions recorded in their 
single entry accounts. 


CASH ACCOUNT CONCLUSIONS 


It is common knowledge that we, 
as controllers, cannot measure the 
profit, loss, or savings of an individ- 
ual business enterprise by inspection 
of only a cash account. However, we 
commonly accept as true the state- 
ments of economists or statisticians 
who have examined only one account 
of the national economy. In this 
matter of savings, the students (econ- 
omists and statisticians), while cor- 
rect in their measurements, are wrong 
in their impression of what has oc- 
curred. Worse than this, they have no 
means to discover the truth. 

These students have concluded that 
the people are saving because there 
has been an increase in bank deposits 
and certain other accounts. So long 
as our government is being operated 
at a deficit with a portion of the defi- 
cit being financed through the banks, 
bank deposits will increase, even 
though the people are spending all 
of the money they receive. I think 
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this will be readily understood if you 
will refer to the bookkeeping picture 
before you consider these entries. 


OLp Economic “Laws” AND 
Topay’s REALITIES 


In the government segment of the 
account, when government issues 
bonds to the banks it debits accounts 
receivable and credits funded debt. 
When the banks accept these bonds 
they debit investments and credit ac- 
counts payable or deposits. When 
government pays business, the owner- 
ship of the deposits on the bank books 
is transferred from government to 
business without a change in the 
amount of the deposits. Likewise, 
when business pays people wages and 
dividends, the ownership of the bank 
deposits is transferred from business 
to the people, but without change in 
the amount of deposits. And again, 
if the people spend all they receive, 
they merely transfer back to business, 
or to other persons, the ownership of 
an unchanged amount of deposits. 
The amount of bank deposits is in- 
creased at the time the government 
issues its bonds. There is nothing 
that the people or business can do ex- 
cept to receive ownership to a larger 
amount of bank deposits. This point 
statisticians and economists are un- 
able to see, because they have only 
the single entry account; and they 
have, as a basis for their interpreta- 
tions, economic laws developed by 
other students in other years when 
the banking mechanism was entirely 
different from what it is today. The 
economists are deceived, govern- 
mental officials are deceived, and a 
serious injury is being inflicted upon 
the people. 

If you have read my articles which 
appeared in the February and Oc- 
tober 1941 issues of “The Control- 
ler,” you will have a better idea of 
how this statement can be used to 
solve the problems which face our na- 
tional economy, and these problems 
embrace all of the problems of our 
private business enterprises. In these 
articles I clearly set forth certain facts; 
namely, that production could be in- 
creased beyond any level heretofore 
thought possible; and that even 
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though a large percentage—S0, 60 or 
70 per cent.—of the output of our na- 
tional economy were devoted to war, 
taxes could be assessed and collected 
which would pay the entire financial 
cost of the work being devoted to war. 
I also stated that we could avoid all 
the evils of inflation and most of the 
evils of allocations and priorities that 
are now upon us. 

Had we, as controllers, or had any 
other group of people adopted, two 
or more years ago, this method of 
disclosing facts concerning the econ- 
omy and the effect that proposed ac- 
tions would have upon the economy 
and upon our private business enter- 
prises, we would not today be faced 
with the situations that produced the 
President’s message to Congress on 
Monday of this week. 

Further than this, I am willing to 
say that if today we will begin to use 
actively our methods for recording 
and interpreting the facts of the na- 
tional economy, within a matter of a 
few weeks we can greatly change 
the economic and political situations 
within which our private business 
enterprises operate. Beyond this, we 
can continue to make contributions 
to improving our war effort, and to 
make possible a transition from a 
war economy to a peace economy 
without serious economic disturb- 
ances. 

A few comments concerning the 
other forms: 

The second form is a journal entry 
sheet, which describes in words and 
in accounts the actions that have oc- 
curred, or actions which it is pro- 
posed to take. The third form is a 
statement of the manner in which 
our national economy is organized, 
while the fourth form is a statement 
of the principles which control all or- 
ganized effort of people. 


THREE RECOMMENDATIONS 


I end with three recommendations: 
(1) Do the work of this committee in 
terms of the accounts of our private 
business enterprises; (2) Summarize 
these accounts and the related ac- 
counts of government and people in 
their homes into a bookkeeping state- 
ment of the national economy, so that 
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between this statement and the state- 
ments of our private enterprises there 
be no disagreements, but rather that 
there be that harmony which leads to 
perfect understanding and to actions 
that promote the welfare of all peo- 
ples; (3) Proceed to post-war prob- 
lems on the sound basis of today’s 
situation projected by budgeting tech- 
niques to produce the post-war situa- 
tion in which our private business en- 
terprises will face their problems. 





BALANCE SHEET TREATMENT 
(Continued from page 378) 











“It is impracticable in the ordinary 
course of things to reflect in the operations 
of any given year only those expenses and 
costs which specifically relate to that year. 
No matter how desirable, such a result 
cannot be achieved so long as depreciation, 
taxes (other than income taxes), certain 
inventory valuations, and so forth, are in 
part estimated. To illustrate, whenever a 
machine or piece of equipment is scrapped, 
there is usually a profit or loss to be ac- 
counted for. It may be stated, generally, 
that if there is a profit it indicates that the 
depreciation for past years has been over- 
estimated, whereas if there is a loss it 
means that the depreciation for the past 
year has been under-estimated. Countless 
similar illustrations may be cited and it 
would seem to be beggaring the practice of 
accounting the pass entries through the sur- 
plus account for their adjustment. 

“In view of the foregoing, it is suggested 
that adjustment of the items presented un- 
der the problem should not be made 
through the surplus account and in order 
not to distort the operating profit it is 
further suggested that the adjustments in- 
volved be made through a ‘non-recurring’ 
expense account deductible after the deter- 
mination of the operating profit but before 
the determination of the net profit for the 
year.” 

* * * 


The three questions which you sub- 
mitted the Committee has found to be 
very interesting and hopes that its re- 
ply will be helpful to you. 


LLBROWA 


Lepger Paper 
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) Brief Items 


CURRENT DEVELOPMENTS 
(Continued from page 372) 











Articles of Interest in ‘National Auditgram”’ 


The June issue of the “National Audit- 
gram,” monthly publication of the Na- 
tional Association of Bank Auditors and 
Comptrollers, contains several articles 
which may be of interest to members of 
The Institute. 

One deals with “Some Problems for the 
Bank Comptroller” by Ben E. Young. 
Another is entitled “Will Cost Account- 
ing Increase Profits?” by Louis Wall. Mr. 
A. J. Wilson writes of “Personnel and 
Operating Problems.” 


Amendment to Unemployment 
Insurance Regulation 


The only change brought about by the 
amendment, which was effective June 3, 
to the New York Unemployment Insur- 
ance Law (Regulation UI 7-41), Notices 
Upon Separation, is the requirement that 
employers must return the statement for 
reason for separation within three busi- 
ness days of the receipt of notice from 
the Division of Placement and Unem- 
ployment Insurance, instead of within 
seven days as previously required. 


Federal Appropriations 


The General Accounting Office, headed 
by the Comptroller General, will receive 
$16,936,490 appropriations for the fiscal 
year 1942-1943, compared with $12,349,- 
627 in 1941-1942, under H.R. 6430. The 
Bureau of the Budget will have $1,982,- 
000 in appropriations next year compared 
with $1,446,000 estimated expenditures 
during the current fiscal period. Appro- 
ptiations for both agencies are at the 
figure recommended in the executive bud- 
get. 


W.P.B. Approves Building Up of 
Stock Reserves 


The War Production Board is adopting 
a policy of allowing free rein in the 
building up of inventories of materials in 
amply supply in order to avoid a trans- 
portation bottleneck in the Fall, it was 
indicated recently. Previously, Priority 
Regulation No. 1 had specified that in- 
ventories be kept to a practicable work- 
ing minimum, and only four products had 
been exempted from its provisions. These 
products were coal, sulphur, waste paper 
and pulp. 

Now the War Production Board has 
extended its exemptions under Priority 
Regulation No. 1 to include paper, pa- 
perboard, paper products and ilmenite, a 
source of titanium pigments. They have 
been removed temporarily from all in- 
ventory restriction. 





in the East seem to administer their 
property together about as we do in 
California. In practice in most in- 
stances it is about the same in one 
case as in the other. A good lawyer 
can present some reasons as to why 
community property husbands are in a 
worse position than husbands in the 
other states, however. 


Question: 

Do you anticipate that with the 
revenue act of 1942 probably not be- 
ing passed until August or September 
that the filing date for capital stock 
tax returns will be extended, or will 
we have to file under the present law 
and then file amended returns ? 


Mr. Shaw: 

You will remember that they 
granted an extension in 1941 on the 
theory of the impending change of 
that tax, the only change then pending 
being that of a change in rate. This 
year, with a proposal which I feel 
quite sure will be in the House bill to 
change the declaration to a one-year 
basis. I think there is every reason to 
believe they would do the same thing. 





PROFITS RESERVE 
(Continued from page 386) 











which some claim is little more than a 
segregation of surplus, should be shown 
among the liabilities, under the capital 
section, or in some position halfway be- 
tween. I think we may expect such un- 
certainties as these to be resolved by 
practical working out during the next 
year or two, but thereafter, toward the 
end and after the close of the War, will 
come the really interesting and exciting 
part of accounting for reserves—using 
them up, seeing if we have figured too 
high or too low, wondering why we 
did not think in advance of this or that 
exigency unprovided for, or being 
patted on the back for a fine bit of an- 
ticipation. In short, that kind of a pe- 
riod in which the controller is brought 
to judgment. Maybe they will be hap- 
pier days than these—I do not know. 








New Members Elected to Controllers 
Institute in One Year — 276 


THE CONTROLLERS INSTITUTE OF 
AMERICA added two hundred and 
seventy-six members to its roster in 
the period August, 1941-June, 1942, 
bringing its membership at the end of 
June, 1942, to 1,779. 

Presented alphabetically, the names 
of the members elected during the pe- 
riod indicated, are: 


WALTER F. ADRIAN 
Badger Paper Mills, Inc., Peshtigo, Wis- 
consin. 
Harry W. ALTVATER 
Emery Industries, Inc., Cincinnati. 
CHARLES S. ANDERSON 
New Yorker Hotel Corporation, New 
York City. 
LyLE K. ANDERSON 
Minneapolis Star Journal and Tribune 
Company, Minneapolis. 
Roy L. ANDERSON 
The B. F. Nelson Manufacturing Com- 
pany, Minneapolis. 
JAMES ANDREWS 
Breyer Ice Cream Company, Philadelphia. 
HOLDEN V. ARNAIZ 
Hutchinson, Rivinus & Company, Phila- 
delphia. 
HENRY C. ARNOLD 
Cavalier Corporation, Chattanooga. 
JoHN L. AUCH 
Pittsburgh Coal Company, Pittsburgh. 


CHARLES L. BANDERA 
Universal Match Corporation, Ferguson, 
St. Louis. 

THOMAS H. BATESON 
Builders Iron Foundry, 
Rhode Island 

Eart R. BEAMAN 
Los Angeles Shipbuilding & Drydock 
Corporation, San Pedro, California. 

L. A. BEAZLEY 
United Hosiery Mills Corporation, Chat- 
tanooga. 

RosBerT S. BELL 
The Duff-Norton Manufacturing Com- 
pany, Pittsburgh. 

Epcar E. BERGMANN 
Macfadden Publications, Inc., New York 
City. 

WALTER BETZ 
Schick Incorporated, Stamford, Connect- 
icut. 

JoHN M. BiGGINs 
Elgin National Watch Company, Elgin, 
Illinois. 

WILtiAM W. BLAND 
Gulf Coast Drilling & Production Com- 
pany, Houston, Texas. 

Myron J. BOEDEKER 
Johns-Manville Corporation, New York 
City. 

LLoyp RAYNoR BOLING 
Oliver United Filters, Inc., Oakland, 
California. 


Providence, 


L. I. BOONE 
C. T. Dearing Printing Company, Louis- 
ville, Kentucky. 

SAMUEL BOOTH 
The Bryant Electric Company, Bridge- 
port, Connecticut. 

THOMAS P. BooTH 
Long Island Lighting Company, Min- 
eola, L. I., New York. 

EuGENE P. BORKOWSKI 
North & Judd Mfg. Company, New 
Britain, Connecticut. 

ARTHUR L. BOSCHEN 
Vick Chemical Company, New York 
City. 

WAYLAND S. BOWSER 
Blaw-Knox Company, Pittsburgh. 

ParK C. Boyp 
The Whitney Chain & Manufacturing 
Company, Hartford, Connecticut. 

THomas A. Boyp 
Baash-Ross Tool Company, Los Angeles. 

JOHN P. BoyLe 
John Wood Manufacturing Company, 
Inc., Philadelphia. 

GeorGE A. BRICAULT 
Adler Sons Shoe Corporation, New York 
City. 

WILLIAM M. Brown 
The Robinson Clay Product Company, 
Akron, Ohio. 

ANDREW J. BRUEGGEN 
American Brakeblok Division—Ameri- 
can Brake Shoe and Foundry Company, 
Detroit. 

L. B. BUCHANAN 
Chicago Mill & Lumber Company, Chi- 
cago. 

CHESTER F. BUCKLEY 
Borden’s Farm Products Company, New 
York City. 

ARTHUR BURSTON 
General Accident, Fire & Life Assur- 
ance Corporation, Philadelphia. 

JAMES A. BUTLER 
The Falk Corporation, Milwaukee. 


STUART M. CAMPBELL 
Pittsburgh Plate Glass Company, Pitts- 
burgh. 
G. CARLISLE 
Micromatic Hone Corporation, Detroit. 
EpwIN V. CARLSON 
Menasco Manufacturing Company, Bur- 
bank, California. 
GeEorGE E, CARPENTER 
Westinghouse Electric Supply Company, 
New York City. 
J. HERBERT CARSON 
Pittsburgh Coke & Iron Company, Pitts- 
burgh. 
RoBERT J. CASHION 
J. M. Huber, Inc., New York City. 
Morris B. CHESNEY 
Republic Aviation Corporation, Farm- 
ingdale, L. I., New York. 
EDMUND S. CHODD 
Dixie Mercerizing Company, 
nooga. 


Chatta- 
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JOsEPH P. CHRISTIANSON 
The Morris Plan Corporation of Amer- 
ica, New York City. 
HALIFAX C. CLARK 
The Philadelphia and Reading Coal and 
Iron Company, Philadelphia. 
ARTHUR CLIFFORD 
The A. W. Burritt Company, Bridge- 
port, Connecticut. 
ALEX MCBEAN COLLEDGE 
Koppers Stores Division, Eastern Gas & 
Fuel Associates, Pittsburgh. 
C. E. CONAWAY 
The Schiff Company. Columbus, Ohio. 
RoBERT L. CONLIN 
Doubleday, Doran and Company, Inc., 
Garden City, New York. 
THOMAS J. CORBALLY 
Walter Scott & Company, Inc., Plainfield, 
New Jersey. 
WALTER J. CORNO 
A. & M. Karagheusian, Inc., New York 
City. 
THOMAS J. COSGRIFF 
J. Aron & Company, Inc., New York 
City. 
Harry N. CotTTle 
The Tupman Thurlow Company, Inc., 
New York City. 
O. H. CRISLER 
Gulbransen Company, Chicago. 
PHILLIPS S. CRUTTENDEN 
Murta Appleton & Company, Philadel- 
phia. 
FRANK E. CURRAN 
Mock, Judson, Voehringer Company, Inc., 
Greensboro, North Carolina. 


J. STERLING Davis 
American Barge Line Company, Louis- 
ville, Kentucky. 
Victor A. Davis 
Graton & Knight Company, Worcester, 
Massachusetts. 
EpwarpD J. DEASY 
Personal Finance Company of New York, 
New York City. 
Ftoyp C. DELANEY 
Interstate Life and Accident Company, 
Chattanooga. 
JoHN T. DEVER 
Villanova College, Villanova, Pennsyl- 
vania. 
RAYMOND E. DOLAR 
General Telephone Corporation, New 
York City. 
HucH C. DUNCAN 
Bundy Tubing Company, Detroit. 
RoBertT G. DUNLOP 
Sun Oil Company, Philadelphia. 
NIcHOLAS P. DUSSINGER 
General Baking Company, New York 
City. 
LorING DYER 
Plymouth Cordage Company, North Plym- 
outh, Massachusetts. 


JOHN S. EAcock 
Houde Engineering Corporation, Buffalo. 
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GEORGE M. EBERT 
Curtiss-Wright Corporation, 
Division, Caldwell, New Jersey. 

FRANKLIN R. EHMANN 
The Hellwig Silk Dyeing Company, 
Philadelphia. 

CHARLES N. EITZE 
The William Schluderberg-T. J. Kur- 
dle Company, Baltimore. 

G. A. ELLERTHORPE 
Ainsworth Manufacturing Corporation, 
Detroit. 

C. Lewis EMERY, JR. 

Free Sewing Machine Company, Rock- 
ford, Illinois. 

EARL E. ENos 
Globe American Corporation, Kokomo, 
Indiana. 

WILLIAM L. ERPENBECK 
American Home Products Corporation, 
New York City. 


Propeller 


THEODORE S. FALLER 
R. H. Macy & Company, Inc., New York 
City. 
THOMAS G. FARRELL 
Newark Stove Company, Newark, Ohio. 
MEYER FEINBERG 
Commercial Solvents Corporation, New 
York City. 
JoHN H. FENNEMA 


Rhinelander Paper Company, Rhine- 
lander, Wisconsin. 
Louis FEYK 


Hanan & Son, Inc., New York City. 
EDMUND J. FITZGERALD 
Gibbs & Company, Chicago. 
JOHN J. FITZGERALD 
Cardox Corporation, Chicago. 
WILLIAM J. FLoop 
Curtiss-Wright Corporation, 
Division-Columbus Plant, 
Ohio. 
FRED C. FLos! 
A. M. Castle & Company, Chicago. 
WILL FLYNN 
Missouri Shipbuilding Corporation, St. 
Louis County, Missouri. 
EpwaArRD H. FRIES 
Koekuk Electro-Metals Company, Keo- 
kuk, Iowa. 


Airplane 
Columbus, 


JAMES S. GASPARDO 
Ladish Drop Forge Company, Cudahy, 
Wisconsin. 

Pup J. GEIB 
National Refractories 
Philadelphia. 

Murray S. GELBER 
The Garrett Corporation, 
California. 

WALTER B. GEROULD 
A. G. Spalding & Bros., Inc., Chicopee, 
Massachusetts. 

THEODORE F. GLOISTEN 
The American Home Magazine Corpo- 
ration, New York City. 

J. A. Goopson 
Hunt Oil Company, Dallas, Texas. 

Harry C. GRETZ 
American Telephone and Telegraph 
Company, New York City. 


Company, Inc., 


Inglewood, 


Louis C. HAGEMAN 
The Luer Packing Company, Los Angeles. 
ALBERT B. HALL 
Royce Chemical Company, Carlton Hill, 
New Jersey. 
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RoBERT B. HAMILL 
Swindell Brothers, Inc., Baltimore. 
Jos—EPH HAMILTON 
The Huber Manufacturing Company, 
Marion, Ohio. 
RICHARD J. HANWELL 
The Mennen Company, Bloomfield, New 
Jersey. 
J. H. Harpy 
The Chattanooga Medicine Company, 
Chattanooga. 
KEITH J. HARRIS 
Ross-Meehan 
Tennessee. 
Scott HARROD 
Spiegel, Inc., Chicago. 
Joun A. HarTIGAN 
Western Light & Telephone Company, 
Kansas City, Kansas. 
ARTHUR C. HASELOW 
Gilbert Paper Company, Menasha, Wis- 
consin. 
GEorGE F. HELLER 
International Cellucotton Products Com- 
pany, Chicago. 
R. B. HENLEY 
Oliver Iron Mining Company, Duluth. 
HENRY W. HERZOG 
The George Washington 
Washington, D. C. 
WarrEN B. HEws 
Madigan-Hyland, Long Island City, New 
York. 
SVEND HILDEBRANDT 
John Breuner Company, Oakland, Cali- 
fornia. 
WENDELL D. HILL 
Provident Life and Accident Insurance 
Company, Chattanooga. 
Dewey G. Hixson 
Chattanooga Bakery, Inc., Chattanooga. 
P. L. HocKMAN 
The O'Sullivan Rubber Company, Inc., 
Winchester, Virginia. 
THEODORE O. HOFMAN 
The Borden Company, New York City. 
CLAYTON A. HOOVER 
E. J. Lavino and Company, Philadelphia. 
JoHN Horvit 
Daly Bros. Shoe Company, Inc., Boston. 
W. STEWART HOTCHKIss 
Fisher Scientific Company, Pittsburgh. 
R. C. HuELSMAN 
Central National Bank, Cleveland. 
RALPH V. HUNT 
Douglas Aircraft Company, Inc., Santa 
Monica, California. 


Foundries, Chattanooga, 


University, 


H. O. INGHAM 
Square D Company, Detroit. 

JOHN M. Ivory 
Waterbury Clock Company, Waterbury, 
Connecticut. 


NorMAN A. JACKSON 
Chester H. Roth Company, Inc., New 
York City. 
J. Victor JAEGER 
Brooks-Scanlon Lumber Company, Inc., 
Minneapolis. 
WARREN A. JEFFORDS 
American Lava Corporation, Chattanooga. 
GEORGE A. JESSOP 
American Screw Company, Providence, 
Rhode Island. 
Roy J. JOHNSON 
Baker Properties, Inc., Minneapolis. 
OLIVER B. JOHNSTON 
Walt Disney Productions, Burbank, Cal- 
ifornia. 


EpwarD W. JONES 
W. C. Hamilton & Sons, Miquon, Penn- 
sylvania. 

Guy P. JONES 
Consolidated Chemical Industries, Inc., 
San Francisco. 


ERNEST Katz 
R. H. Macy & Company, Inc., New 
York City. 

RALPH KENNON 
Investors Syndicate and Affiliated Com- 
panies, Minneapolis. 

VANCE KING 
Richmond Hosiery Mills, 
Georgia. 

H. B. KNERR 
Jacobs Aircraft Engine Company, Potts- 
town, Pennsylvania. 

HENRY S. KOEPCKE 
A. J. Rife Construction Company, Dal- 
las, Texas. 

RAYMOND F. Kopp 
Merritt-Chapman & Scott Corporation, 
New York City. 

RoLAND A. KORTMANN 
Northwest Publications, Inc., St. Paul 
Dispatch-Pioneer Press, St. Paul, Minne- 
sota. 

NorMAN W. Kurz 
Wright Aeronautical Corporation, Cin- 
cinnati Plant, Cincinnati. 

Pau. S. KYGER 
Colgate-Palmolive-Peet Company, Jersey 
City, New Jersey. 


Rossville, 


Mires E. LAMPHIEAR 
Mutual Broadcasting System, Inc., Chi- 
cago. 

JosEPpH B. LANTERMAN 
American Steel Foundries, Chicago. 

LesTER M. LAPORTE 
Wisconsin Electric Power Company, Mil- 
waukee. 

W. A. LEARY 
United States Plywood Corporation, New 
York City. 

J. W. LERNER 
The Harshaw Chemical Company, Cleve- 
land. 

J. R. LINDLEY 
Foremost Daires, Inc., 
Florida. 

Dr. Epwarp B. LOGAN 
Budget Bureau, Governor’s Office, Com- 
monwealth of Pennsylvania, Harrisburg, 
Pennsylvania. 

Howarp E. LOHMANN 
Ayrshire Patoka Collieries Corporation, 
Indianapolis. 

J. H.. Loe‘ar,. Jr. 
Republic Supply 
Texas. 

E. Paut LovE 
Pacific Manifolding Book Company, Inc., 
Los Angeles. 

S..G. Loy 
Humble Pipe Line Company, Houston, 
Texas. 

WILLIAM J. LuBy 
Central Scientific Company, Chicago. 


R. L. MACKENZIE 
E. R. Squibb & Sons, Brooklyn. 
WILLIAM H. MacLEAN 
Curtiss-Wright Corporation, Louisville, 
Kentucky. 
D. B. MAcTAVvISH 
Timm Aircraft Corporation, Van Nuys, 
California. 


Jacksonville, 


Company, Houston, 





le, 


N- 
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Harry E. MALMFELDT 
Price Candy Company, Kansas City, Mis- 
souri. 
R. C. MARKLE 
Carnegie-Illinois Steel Corporation, Pitts- 
burgh. 
RAYMOND MARQUARDT 
Jamaica Water Supply Company, Ja- 
maica, Long Island, New York. 
DoNALD F. MarRsH 
Boorum & Pease Company, Brooklyn, 
New York. 
LESLIE W. MASON 
Hercules Powder Company, Wilmington, 
Delaware. 
CHARLES E. MASTERS 
National Gypsum Company, Buffalo. 
H. B. MATHEWS 
Alberene Stone Corporation of Vir- 
ginia, Schuyler, Virginia. 
CorNELIuS A. MCALOON 
Chipman Chemical Company, Inc., 
Bound Brook, New Jersey. 
RoBERT E. McDavip 
McKinney Manufacturing Company, 
Pittsburgh. 
WALTER A. MCDONOUGH 
Northern Indiana Public Service Com- 
pany, Hammond, Indiana. 
C. F. McELRoy 
Capital Company, San Francisco. 
JosepH A. MCKENNY, Jr. 
American Envelope Company, West Car- 
rollton, Ohio. 
R. C. MEIER 
The Eddy Paper Corporation, Chicago. 
Lee T. MELLY 
Ward Baking Company, New York City. 
ADRIAN METZGER 
Schmidt Lithograph Company, San Fran- 
cisco. 
Puitip A. MEYER 
Asbestos & Metal Industries Corpora- 
tion, New York City. 
FRANK E. MICHEL 
United Parcel Service, Philadelphia. 
LEONARD R. Moore 
Defender Photo Supply Company, Inc., 
Rochester, New York. 
WILLIAM M. MorGaNn 
Federal Milk Market Administrator, Chi- 
cago. 
Epwarp D. Morris 
Sweet’s Steel Company, Williamsport, 
Pennsylvania. 
GeEorGE E. Morris 
Walt Disney Productions, Burbank, Cal- 
ifornia. 
HoMER C. Morrison 
Lear Avia, Inc., Piqua, Ohio. 
GEORGE W. MurPHY 
Kahn & Feldman, Inc., New York City. 
LE Roy F. MurPHY 
Fidelity Union Trust Company, New- 
ark, New Jersey. 
DANIEL A. MURRAY 
A. O. Smith Corporation, Milwaukee. 


CHESTEEN F. NELSON 

The Sheffield Corporation, Dayton. 
CLARENCE B. NICKERSON 

Harvard University, Graduate School of 

Business Administration, Boston. 
CHARLES L. NIELSEN 

Fleetwings, Inc., Bristol, Pennsylvania. 
PAUL NORAGER 

One Capitol Avenue, San Francisco. 
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JAMES J. NorRTON 
Vega Airplane Company, Burbank, Cal- 
ifornia. 


HowarpD G. OBERLANDER 
Philadelphia Warwick Company, Phila- 
delphia. 
GorDon A. O'BRIEN 
Worcester Telegram Publishing Com- 
pany, Inc., Worcester, Massachusetts. 
M. R. ODERMATT 
Mundet Cork Corporation, Brooklyn, 
New York. 
JOsEPH J. OERTEL 
Celanese Corporation of America, Plas- 
tics Division, Newark, New Jersey. 
JouHNn A. OLSEN 
Schering Corporation, Bloomfield, New 
Jersey. 
L. J. OLSON 
J. Neils Lumber Company, Libby, Mon- 
tana. 


WILLIAM F. PALMER 
Kellett Autogiro Corporation, Philadel- 
phia. 

C. NORMAN PARKER 
The Creamery Package Manufacturing 
Company, Chicago. 

L. S. PARKER 
Gilmore Oil Company, Los Angeles. 

B. H. PARKINSON 
Coastwise Line, San Francisco. 

Roy E. Parr 
Phillips Petroleum Company, Bartles- 
ville, Oklahoma. 

FREDERICK H. PATTERSON 
Rochester Gas and Electric Corporation, 
Rochester, New York. 


E. W. PATTON 
Lawrence Paper Company, Lawrence, 
Kansas. 


FREDERICK L. PATTON 
Wesco Waterpaints, Inc., East Boston, 
Massachusetts. 
E. F. PAuLus 
Bradley Lumber Company of Arkansas, 
Warren, Arkansas. 
E. C. PEer 
Transcontinental & Western Air, Inc., 
Kansas City, Missouri. 
JAMES L. PEIRCE 
A. B. Dick Company, Chicago. 
PRESTON E. Pitts 
Cupples Company, St. Louis. 
U. D. PorTER 
Levy Brothers Dry Goods Company, 
Houston, Texas. 
ROBERT W. PRATT 
Montgomery Ward & Company, Oak- 
land, California. 
CLARENCE E. PRICE 
Holabird and Root, Moran, Proctor, 
Freeman and Mueser, New York City. 
GEORGE W. PRICE 
Control Instrument 
Brooklyn, New York. 


Company,  Inc., 


EarL F. QuiINcy 
A. D. Juilliard & Company Incorporated 
—Atlantic Mills Division, Providence, 
Rhode Island. 

CLARENCE B. QUINN 
Atlantic Rayon Corporation, Providence, 
Rhode Island. 


J. W. RAHDE 
The Western Union Telegraph Company, 
New York City. 
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ROBERT E. RALSTON 
Frank & Seder, Philadelphia. 
HERBERT H. RAPP 
Powdrell and Alexander, Inc., Danielson, 
Connecticut. 
MarTIN J. RASNOW 
Benrus Watch Company, Inc., New York 
City. 
HARRY RENNER 
Philadelphia Transportation Company, 
Philadelphia. 
KENNETH C, RICHMOND 
Abraham & Straus, Inc., Brooklyn. 
LAYTON J. RIENHARDT 
Aircraft Accessories Corporation, Bur- 
bank, California. 
RoceR H. RINGO 
Delco Radio Division—General Motors 
Corporation, Kokomo, Indiana. 
Lucius E. ROBERTSON 
Carl L. Norden, Inc., New York City. 
MELVILLE J. ROEDER 
L. & E. Stirn, Inc., New York City. 
FRANK P. Rossi 
The Sperry and Hutchinson Company, 
New York City. 
JAMES A. RUSSELL 
S. L. Allen & Company, Inc., Philadel- 
phia. 
W. A. RUSSELL 
Seaboard Oil Company of Delaware, Los 
Angeles. 


Louis SALLET 
Technicolor Motion Picture Corporation, 
Hollywood, California. 
THOMAS A. SAPPINGTON 
The Midvale Company, Nicetown, Phil- 
adelphia. 
R. H. SCHAERER 
Trust Company of North America, New 
York City. 
RICHARD H. SCHLOTTMAN 
Bethlehem Steel Corporation, Bethlehem, 
Pennsylvania. 
Davin H. SCHMIED 
New Haven Clock Company, New Ha- 
ven, Connecticut. 
HENRY C. SCHMIELAU 
Universal Atlas Cement Company, New 
York City. 
Puitip E. Scotr 
The Esterbrook Pen Company, Camden, 
New Jersey. 
Frep L. SECORD 
Haynes Stellite Company, Kokomo, In- 
diana. 
FREDERICK S. R. SEDDING 
Doheny-Battson Interests, Los Angeles. 
BEN SEGAL 
The Sabin Robbins Paper Company, Cin- 
cinnati. 
WILLIAM SHERIDAN 
Anchor Hocking Glass Corporation, Lan- 
caster, Ohio. 
E. R. SHIELDS 
The Cracker Jack Company, Chicago. 
HERBERT L. SIMMS 
Bankers Trust Company, New York City. 
Puitip W. Sims 
Price Brothers & Company, Limited, Que- 
bec, P. Q., Canada. 
G. FRANK SMITH 
Liberty Mutual Insurance Company, Bos- 
ton. 
RALPH S. SMITH 
Bloomer Bros. Company, Newark, New 
York. 








400 


JOHN A. SNYDER 
Bayuk Cigars Incorporated, Philadelphia. 
SELDEN L. STEBBINS 
Employers Reinsurance Corporation, Kan- 
sas City, Missouri. 
D. J. R. SUFFREDINI 
La France Industries, Philadelphia. 
ARTHUR SURKAMP 
United States Rubber Company, New 
York City. 
R. M. SwANSON 
McGraw Electric Company, Elgin, Illinois. 


JOHN THURSTON 
The North American Company, New 
York City. 
FRANK J. TIGHE 
Heileman Brewing Company, LaCrosse, 
Wisconsin. 
JOHN M. TILLMAN 
Henry Prentiss & Co., Inc., New York 
City. 
CHARLES L. TURNER 
Buffalo Bolt Company, North Tona- 
wanda, New York. 
FreD G. TUTTLE 
Goss Printing Press Company, Chicago. 
JAMES W. Tyson II 
Koppers Coal Division, Eastern Gas & 
Fuel Associates, Pittsburgh. 


L. E. UHRICH 
Oliver Iron and Steel Corporation, Pitts- 
burgh. 


CHRISTOPHER P. VAN DYKE 
Iowa-Illinois Gas and Electric Company, 
Rock Island, Illinois. 

C. BURTON VERNOOY 
Scully Steel Products Company, Chicago. 
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W. D. VirRTUE 
Public Service Company of Colorado, 
Denver, Colorado. 

DEForrEStT M. VOITSBERGER 
The S. S. White Dental Manufacturing 
Company, Philadelphia. 


FREDERICK A. WAECHTER 
The Gray Manufacturing Company, Hart- 
ford, Connecticut. 
DoNALD F. WALKER 
The Hilton-Davis Chemical Company, 
Cincinnati. 
ALLEN A. WarD 
Nachman Spring-Filled Corporation, Chi- 
cago. 
JOHN L. Warp 
Corning Glass Works, Corning, New 
York. 
D. T. WarRE 
Arma Corporation, Brooklyn, New York. 
RoBERT G. WARING 
Butler Manufacturing Company, Kansas 
City, Missouri. 
HERBERT F. WELCH 
Citizens Utilities Company, Minneapolis. 
RussELL E. WELCH 
The United States Printing & Litho- 
graph Company, Norwood, Ohio. 
HaroLp E. WELDON 
H. P. Hood & Sons, Inc., Boston. 
HENRY E. WENDEN 
Associated Seed Growers, Inc., New 
Haven, Connecticut. 
PAUL WERNICKE 
Minneapolis Honeywell Regulator Com- 
pany, Minneapolis. 
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Philadelphia ~ 





Depreciation and Depletion Studies 
Valuations and Appraisals 
Organization and Business Reports 
Securities Registration Investigations 
Design and Construction 


Industrial Engineering 


Ford, Bacon & Davis 


dncorporated 


Engineers 





Washington - 


NEW YORK, N. Y. 


Chicago 








WILLIAM T. WERSCHKULL 
The San Francisco Bank, San Francisco. 
Ray E. WHITE 
Bridgeport Thermostat Company, Inc., 
Bridgeport, Connecticut. 
Hoitmes H. WHITMORE 
Jones & Lamson Machine Company, 
Springfield, Vermont. 
RoBerT A. WICKES 
American Bosch Corporation, Springfield, 
Massachusetts. 
Jack R. WILKINSON 
Davenport Hosiery Mills, Inc., Chatta- 
nooga. 
WILLIAM R. WILSON 
Philco Corporation, Philadelphia. 
Louis A. WILLIFORD 
MacMillan Petroleum Corporation, Los 
Angeles. 
IRA S. WILSON 
Fleetwings, Inc., Bristol, Pennsylvania. 
Cecit R. WOMBLE 
The Volunteer State Life Insurance Com- 
pany, Chattanooga. 
JAMEs E. Woop 
Stephano Brothers, Philadelphia. 
JOHN S. WoopsBRIDGE 
Pan American Airways, Inc., New York City. 
PauL D. WOOLSLAGER 
Philadelphia Suburban Transportation 
Company, Upper Darby, Pennsylvania. 
SHERMAN M. WYMAN 
Rheem Manufacturing Company, Rich- 
mond, California. 


WILLARD H. YOUNG 
H. J. Heinz Company, Pittsburgh. 


KarL ZIMMERMANN 
Ciba Pharmaceutical Products, Inc., Sum- 
mit, New Jersey. 


CANADIAN LIVING COSTS 


There is a contrast between the ef- 

fectiveness of the price ceiling in Can- 
ada and in the United States, to which 
is linked the problem of living cost in- 
dices in the two countries, in the opin- 
ion of Financial Counsel of Montreal. 
The National War Labor Board’s ac- 
tion in granting 514 cents an hour ad- 
ditional wages to steel workers because 
the cost of living in the United States 
had risen 15 per cent. between Janu- 
ary 1, 1941 and May, 1942, is inter- 
esting in the light of the Canadian 
increase, which was half as much or 
7.2 per cent. in the same period. Cana- 
dians assume that the major influence 
in holding down their living costs has 
been the price ceiling, which includes 
wages. 
“LAWYERS AND THE CONSTITU- 
TION: How Laissez Faire Came to the Su- 
preme Court,” by Benjamin R. Twiss, 
Princeton Press, Princeton, N. J., 283 
pages. $2.50. Foreword by Edward S. Cor- 
win. An interpretation of the development 
of American constitutional law from 1875 
to 1935, as moulded to a great extent by 
the lawyers of the expanding industrial 
corporation. 
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U. S. GOVERNMENT DEBT 


The gross public debt of the United 
States Government on June 30, 1942, 
was $72,422,445,116.22 according to 
the daily statement of the U. S. Treas- 
ury. 

This compares with debts of: One 
year ago, $48,961,443,535.71; lowest 
post-war debt (Dec. 31, 1930) $16,- 
026,087,087.07 ; highest post-war debt 
(Aug. 31, 1919) $26,596,701,648.01; 
pre-war debt (Mar. 31, 1917) $1,282,- 
044,346.28. 

The average interest rate on the in- 
terest bearing debt on June 30, 1942, 
was 2.285 per cent. compared with 
4.196 per cent. on August 31, 1919 
and the per capita debt is $538.56. In 
addition to the gross debt given above 
there were outstanding obligations of 
governmental agencies guaranteed by 
the United States Government, amount- 
ing to $4,548,529,255.28. 


GOVERNMENT LOOKING 
FOR ANALYSTS 


In July the Administrative Examin- 
ing Unit of the Civil Service Commis- 
sion, Washington, D. C., issued re- 
cruiting circulars in revised form. These 
emphasize the continuing pressing 
need of the Government for adminis- 
trative analysts, administrative officers, 
and production executives to fill posi- 
tions in Washington and elsewhere. 

Qualified men and women are urged 
to make their records available for con- 
sideration for Civilian War Service. 
Salaries of administrative officers and 
of production executives range from 
$4,600 to $8,000 a year (junior ad- 
ministrative officers—$2,600 to $3,- 
800) ; salaries of administrative ana- 
lysts—(1) management and _proce- 
dural analysis, or (2) budget and fiscal 
analysis—range from $2,600 to $6,500 
a year. 

Necessary forms of application may 
be obtained from the United States 
Civil Service Commission, Washing- 
ton, D. C. or from the Secretary, Board 
of United States Civil Service Examin- 
ers at any first-class or second-class 
post office, except in district headquar- 
ters’ cities. In these cities the forms 
must be obtained from the United 
States Civil Service District Office. 
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SMOKE TELLS ONE PRODUCTION STORY --- 
McBEE KEYSORT TELLS ANOTHER! 


Belching factory chimneys testify America 
is producing war goods faster than ever 
before. Increasing use of McBee Keysort, 
world’s fastest card sorting system, is proof 
industry is getting operating reports 
quicker. A million cards a day or a thou- 
sand — it’s all the same with Keysort. No 
trained operators required; no investment 
in costly machines or equipment. Ask the 
McBee representative. 


= <—_—_. 
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Ne THE M¢SBEE COMPANY 


General Offices: Athens, Ohio 


Sales Offices in Principal Cities 












































INSTITUTE ACTIVITIES 








Controls Plan Programs for 
Farly Fall Meetings 


Practically all of the Controls of 
The Controllers Institute of America 
have completed plans for the opening 
meetings of the fall season. An inter- 
esting array of programs will be pre- 
sented. 

The earliest meeting date in the 
coming season is September 8. On that 
day the Cleveland, Cincinnati, and 
Buffalo Controls will hold their first 
meetings. 

For the Cincinnati Control meeting 
Dr. L. D. Myers, research director of 
Emery Industries, will be the speaker. 
He will discuss “Current Technical 
Developments.” 

The subjects to be discussed in the 
meetings of the Cleveland and Buffalo 
Controls have not been announced. 

The Baltimore Control will hold the 
first meeting of the season on Septem- 
ber 9. Mr. James L. Wick, of Pren- 
tice-Hall, will be the speaker. Mr. 
Wick is a foreign correspondent, busi- 
ness consultant, and economic analyst 
for Prentice-Hall’s Washington Letter 
“What's Happening in Taxation and 
Government Regulation.’” He made a 
first-hand study of what happened to 
business and industry in England. The 
Control ‘has invited members of the 
District of Columbia Control to at- 
tend this meeting and the invitation 
has been accepted. 

The Kansas City Control will hold 


its first meeting of the season on Sep- 
tember 14. The speaker and subject 
have not been announced. 

The Chattanooga Control also will 
open its season with a meeting on Sep- 
tember 14. The details of the program 
are not available as yet. 

The Syracuse Control will open its 
season on September 15. The Program 
Committee will announce the subject 
and speaker shortly. 

The Twin Cities Control has an- 
nounced tentatively that the first meet- 
ing of the coming season will be held 
on September 15. There is a possibil- 
ity that it may be decided to wait until 
mid-October before opening the sea- 
son. 

The San Francisco Control announces 
that its first fall dinner meeting will 
be held on September 17. In announc- 
ing that date, however, the officers of 
the Control noted that it might be ad- 
visable to advance the meeting to Sep- 
tember 10 owing to the fact that mem- 
bers who wish to attend the Annual 
Meeting of The Institute in Chicago, 
beginning September 21, would have 
to leave San Francisco on September 
17 and would, therefore, miss the 
meeting. Definite announcement has 
not been made as to whether the meet- 
ing will be advanced to September 10. 

The Houston Control will open its 
season with a meeting on September 











RALPH S. MARSHALL 
Specialist 
NEW YORK STATE FRANCHISE TAX ACCOUNTING 
Since 1922 
50 BROADWAY, NEW YORK, N. Y. 
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22. The subject for discussion will be 
“The Current Trend of Price Control 
and Rationing.” A representative of 
the Houston Office of Price Adminis- 
tration will speak. 

The Pittsburgh Control will open 
its season on September 28. It is 
planned to devote the program to dis- 
cussion by members of the material de- 
veloped in the Annual Meeting of The 
Institute in Chicago, September 21, 
22, and 23. Members will be selected 
in advance and charged with the re- 
sponsibility of reporting on specific 
sessions. 

The Detroit Control also will open 
its season on September 29, but details 
of the program have not been an- 
nounced. 

The District of Columbia Control 
which ordinarily would open its season 
on September 22 postponed its open- 
ing meeting to September 29 to permit 
members to attend the Annual Meet- 
ing of The Institute in Chicago. 

The Rochester Control will open its 
season on September 30. It will prob- 
ably be devoted to a report of the pro- 
ceedings of the Annual Meeting of 
The Institute in Chicago. 

The Philadelphia Control will hold 
its first meeting of the season on Oc- 
tober 1. The program will take the 
form of an open forum. 

The first meeting of the Bridgeport 
Control will be held October 7. No 
details of the program have been an- 
nounced. 

The New York City Control plans 
to open its season with a meeting on 
October 15. 

All of the Controls have appointed 
Program Committees and Membership 
Committees which have been holding 
meetings during the summer. A lively 
season is forecast. 


PERSONAL NOTES 


Mr. Roger C. Gleason has been elected 
vice-president of the Wolverine Portland 
Cement Company, and Mr. J. Schaffner 
has been appointed controller. 

Mr. Oscar Geller, controller of Miles 
Shoe Stores since 1935, has resigned to 
take a similar position with Darling 
Stores Corporation. 








“IN 
and 
Nev 


BUI 
State 
81 | 


the 


IC- 
he 


rt 
Jo 
ns 


on 


ed 
ip 


sly 


1er 








INSTITUTE ACTIVITIES 








MAJOR M. M. FRITCH 
Corps Area Exchange Office 


MAJOR E. C. KIELKOFF 
LIEUTENANT W. T. LAKE 


CAPTAIN DAVID Mc GILVRAY 
COLONEL JOSEPH POPE 


MAJOR D. H. TYSON 


CAPTAIN R. H. WELLINGTON 
Ordnance Department 





Members Who Are In Service 


| NOTE: The list published here is in all likelihood not complete. It 
| contains the names of members of The Controllers Institute of America 
concerning whom information has come to the National Office, to the 
effect that they are serving the United States in uniform. Officers of 
Controls have been asked to notify The Institute promptly concerning 
other members who enter the services. 


CAPTAIN ELLSWORTH C. BROKAW 
Captain and Adjutant in the Air Corps 
(Crown-Zellerbach Corporation, San Francisco, California) 


FIRST LIEUTENANT KARL G. CLEMENT 


United States Army Air Corps 
(Vick Chemical Company, New York City) 


Headquarters, Third Corps Area, Baltimore 
(Saks, Fifth Avenue, New York City) 


Infantry U. S. A—4457 N. W. Faraday Place, Washington, D. C. 
(Koppers Company, St. Paul, Minnesota) 


Lieutenant (jg) S. C. (S) U.S. N. R. 
(Keystone Portland Cement Company, Philadelphia, Pennsylvania) 


| Captain, Army Exchange Service—Headquarters Sixth Corps Area, 
Room 1100, Civic Opera Bldg., Chicago, Ill. 
(Seaboard Commercial Corporation, New York City) 


Lieutenant-Colonel—Quartermasters Corps 
Bureau of Motor Transport, Washington, D. C. 
(Ewing-Thomas Corporation, Chester, Pennsylvania) 


War Department, Washington, D. C. 
(U. S. Pipe & Foundry Company, Burlington, New Jersey) 


(California Ink Company, Inc., San Francisco, California) 








“INVESTMENTS,” by George W. Downie 
and Douglas R. Fuller. John Wiley & Sons, 
New York City. 1941. 631 pages. $4.00. 
“THE MARYLAND EXECUTIVE 
BUDGET SYSTEM,” by Hooper S. Miles, 
State Treasurer, Annapolis, Maryland. 1942 
81 pages. 

“TOWARD BETTER BUDGETING,” by 
the Governmental Research Association, 


5135 Cass Avenue, Detroit. 1941. 36 pages. 


Mimeographed. 

“THE USE TAX,” by Maurice Criz. Pub- 
lished by Public Administration Service, 1313 
E. 60th St., Chicago. 1941. 56 pages. $1.50. 
“STANDARD RATIOS FOR RETAIL- 
ING: Guides to Efficiency and Profits in 
Fifty Trades,” by Walter L. Mitchell, Jr. 
Research & Statistical Division, Dun & 
Bradstreet, Inc., New York. 177 pages. 
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AN APPRECIATION 











PRAISES COMPLETENESS 
OF COMMITTEE’S WORK 


Mr. Roy S. HOLDEN 


Chairman, Committee on Technical 
Information and Research: 

Your July 1 letter tabulating the various 
opinions received from a circularization of 
Committee members is certainly packed full 
of interesting thoughts on the questions un- 
der discussion, and the time and effort spent 
in the compilation of this material is deeply 
appreciated by us. 

Anyone who has a problem of Balance 
Sheet treatment of various items of a simi- 
lar nature in connection with doing business 
with the United States Government would 
certainly feel that he was reflecting the items 
in his accounts according to the best think- 
ing on the matter if he could be guided by 
the variety of thoughts expressed in your 
Committee members’ reports. 

I would make the prediction that fiscal 
years ending December 31, 1942 will raise 
a multitude of questions of this sort, the like 
of which and the answers to which have not 
before been encountered by many firms work- 
ing on war production for the first time in 
their business histories. 

Thanks again for your own personal time 
and effort on these questions. Hope I may 
again have the pleasure of meeting you in 
Chicago this September. 

Frankly, I was rather surprised at the 
completeness of the work done by the Com- 
mittee, and assure you that the National Of- 
fice may be justly proud of the work you 
and your group are doing. The results in our 
particular case here at Univis certainly fur- 
nish us with information that we definitely 
needed. 

CHARLES E. WRIGHT, JR. 

Univis Lens Company, Dayton, Ohio. 


KANSAS CITY 


Plans for the coming season were dis- 
cussed by the newly elected Board of Direc- 
tors of the Kansas City Control, at a meet- 
ing held at the Kansas City Club on July 13. 
President Alfred J. Blasco announced ap- 
pointment of three committees: 


Program Committee 
Mayben P. Newby, Chairman; James W. 
Flynn and Harry E. Malmfeldt 
Associate Members: William H. Lowrance, 
Robert S. Coons and S. H. Kamp 


Membership Committee 
Robert S. Coons, Chairman; Joseph F. Seck 
and S. H. Kamp 


Advisory Committee 
James H. Schuler, Chairman; Edward F. 
Lyle and Jack L. Batchler 
It was decided to hold the monthly meet- 
ings of the control at the Kansas City Club 
on the second Monday of each month. 
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NEW ENGLAND CONTROL 
DIRECTORS’ MEETING 


The regular monthly meeting of the Board 
of Directors of the New England Control 
was held at the University Club, Boston, on 
August 4 at 6 P.M. 


DAYTON CONTROL 
MEETING OF DIRECTORS 


A luncheon meeting for all members of 
the Dayton Control was held at noon on July 
21 in the main dining room at the Van Cleve 
Hotel. This was the regular monthly meet- 
ing of directors for July, and all members 
were urged to attend. Plans were made for 
the early fall meetings. 


NEW YORK CITY CONTROL 
COMMITTEES APPOINTED 


The officers and directors of the New 
York City Control met on July 15, 1942 to 
discuss plans for the ensuing year. The new 
president, Mr. G. E. Foster, Brooklyn Union 
Gas Company, presided. 

It was decided to continue the third Thurs- 
day of each month as the date of the regular 
monthly meeting of the Control. President 
Foster appointed the following committees: 


Committee on Arrangements 
Arthur C. Harragin, Chairman, Lone Star 
Cement Corporation. 
Charles B. Lunsford, The Equitable Life 
Assurance Society of the United States. 
George N. Mauger, The Dime Savings 
Bank of Brooklyn. 


Program Committee 

Vincent C. Ross, Chairman, Prentice-Hall, 
Incorporated. 

Harry L. Camp, The Borden Company. 

Harry C. Gretz, American Telephone & 
Telegraph Company. 

Frank J. Meley, Interstate Department 
Stores, Incorporated. 

E. F. C. Parker, General Baking Company. 


Committee on Membership and Admission 
F. W. Rutherford, Chairman, North Brit- 
ish & Mercantile Insurance Company, 
Ltd. 
Additional Members will be appointed 
later. 


Publicity Committee 
Henry Z. Walck, Chairman, Oxford Uni- 
versity Press, New York, Incorporated. 


Attendance Committee for Annual Meeting 
in Chicago 
Harry L. Camp, Chairman, The Borden 
Company. 
Additional Members will be appointed 
later. 
The officers and directors will meet again 
in September but the first monthly meeting 
of the Control will be held in October. 


SAN FRANCISCO 
PRIORITIES REGULATION 
A special luncheon meeting of the San 
Francisco Control was held on Thursday 


noon, July 16, at the Commercial Club. 
Twenty-four members were present. 

Mr. C. B. Flick, controller, Hawaiian 
Pineapple Company, Ltd., led a discussion 
of the application of Priorities Regulation 
No. 10 and many helpful points were de- 
veloped through the general participation 
of those present. An informal discussion 
was held also of the need for a salary sur- 
vey among San Francisco concerns, but no 
action was taken with respect to it. 





Positions Open 











Wanted—In Cuba 


There is an opening for a controller, 
with a nickel project in the wilds of Cuba. 
Requirements are experience in a mining 
or metallurgy concern, experience in Latin 
America, and ability to speak Spanish. The 
location is five hundred miles from Ha- 
vana. Nine months would be spent in a 
construction camp with the usual incon- 
veniences—no house for a family. Later a 
town will be built. It is a hard job but 
the position is permanent. Salary $6000- 
$7500. Interviews in New York. Address 
No. 391 “The Controller.” 














Industrial Accountant Available 

Accountant, now employed as assistant 
treasurer for leading manufacturer of non- 
essentials in middle west desires to make a 
change. Fine educational background and 
practical experience in all phases of acccount- 
ing, including public accounting, costs, state- 
ment preparation, office personnel and man- 
agement. Age 40, married, one child. Ad- 
dress No. 392, “The Controller.” 


MORE INDUSTRIAL LEADERS 
NEEDED, SAYS LEAROYD 


John S. Learoyd, who is secretary and as- 
sistant treasurer of Hygrade Sylvania Cor- 
poration, Salem, Massachusetts, and who is 
president of the New England Control for 
the 1942-1943 season, is always interested in 
educational problems as they are related to 
business practice. He presents a true ob- 
servation in his article in the June issue of 
the magazine Education, entitled “Why So 
Few Industrial Leaders?” 

It is Mr. Learoyd’s opinion that since 
business is essentially cooperative in its na- 
ture, all educational institutions have an out- 
standing opportunity to equip students for 
the productive years of life. This can be 
achieved if courses of instruction are offered 
in cooperation and in the accomplishments 
which group action makes possible. This 
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kind of training would produce leaders, and 
the business that grows rapidly today is the 
one with excellent leadership, he points out. 


DONALDSON ON 
INVENTORY 
CONTROL COMMITTEE 


A series of informal meetings at 
which representative wholesalers and 
retailers were invited to express their 
views on inventory problems was be- 
gun in Washington July 15 by the 
wholesale and retail inventory policy 
committee of the Office of Civilian 
Supply of the War Production Board, 
with Mr. John A. Donaldson, presi- 
dent of The Controllers Institute of 
America, handling the wholesale study. 
Similar meetings were held the latter 
part of the month in New York City, 
Chicago and Pittsburgh. 

The Washington meetings were ar- 
ranged for the purpose of hearing the 
views of wholesalers and retailers in 
the southern Atlantic states, Mr. Eaton 
V. W. Read, committee chairman, ex- 
plained. 

The committee, appointed by Mr. 
Joseph L. Weiner, deputy director of 
the Office of Civilian Supply, con- 
ducted no formal hearings but con- 
ferred with each wholesaler and te- 
tailer who desired to attend. Its pur- 
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DUTIES OF A CONTROLLER 


As Defined by Controllers Institute of America 


her 


(Nore: Few controllers perform, or are responsible for, all of the duties listed 
re. In determining eligibility of applicants for membership, The Institute inquires 


as to which of the duties listed the applicant performs, or for which he is responsible, 
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2. 
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10. 
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12. 


13. 


ough assistants. ) 
The installation and supervision of all accounting records of the corporation. 
The preparation and interpretation of the financial statements and reports of 
the corporation. 


. The continuous audit of all accounts and records of the corporation wherever 


located. 


. The compilation of production costs. 

. The compilation of costs of distribution. 

. The taking and costing of all physical inventories. 

. The preparation and filing of tax returns and the supervision of all matters 


relating to taxes. 


. The preparation and interpretation of all statistical records and reports of the 


corporation. 


. The preparation, as budget director, in conjunction with other officers and 


department heads, of an annual budget covering all activities of the corpora- 
tion, for submission to the Board of Directors prior to the beginning of the 
fiscal year. The authority of the controller, with respect to the veto of com- 
mitments or expenditures not authorized by the budget, shall, from time to 
time, be fixed by the Board of Directors. 

The ascertainment currently that the properties of the corporation are prop- 
erly and adequately insured. 

The initiation, preparation and issuance of standard practices relating to all 
accounting matters and procedures and the co-ordination of systems through- 
out the corporation, including clerical and office methods, records, reports and 
procedures. 

The maintenance of adequate records of authorized appropriations and the 
determination that all sums expended pursuant thereto are properly accounted 
for. 

The ascertainment currently that financial transactions covered by minutes of 
the Board of Directors and/or the Executive Committee are properly executed 
and recorded. 


14. The maintenance of adequate records of all contracts and leases. 
15. The approval for payment (and/or countersigning) all checks, promissory 


17. 


notes and other negotiable instruments of the corporation which have been 
signed by the Treasurer or such other officers as shall have been authorized 
by the by-laws of the corporation or from time to time designated by the 
Board of Directors. 


. The examination of all warrants for the withdrawal of securities from the 


vaults of the corporation and the determination that such withdrawals are 
made in conformity with the by-laws and/or regulations established from time 
to time by the Board of Directors. 

The preparation or approval of the regulations or standard practices required 
to assure compliance with orders or regulations issued by duly constituted 
governmental agencies. 


This list of duties is recommended primarily for use by manufacturing 


com panies. 


A short form of by-law for a corporation, defining the duties of a controller, 
which The Controllers Institute of America recommends for adoption, reads, 


The duties of the controller shall be to maintain adequate records of all 


assets, liabilities, and transactions of this corporation; to see that adequate 
audits thereof are currently and regularly made; and, in conjunction with 
other officers and department heads, to initiate and enforce measures and 
procedures whereby the business of this corporation shall be conducted with 
the maximum safety, efficiency, and economy. He shall attend all meetings 


of 
po 


the Board of Directors and of the Executive Committee and he shall re- 
rt to the President and/or the Board of Directors as said Board of Direc- 


tors may prescribe. His duties and powers shall extend to all subsidiary 
corporations and, so far as the president may deem practicable, to all affiliated 
corporations. 


One 


Controllers Institute of America 


East Forty-Second Street New York City 








Objects 


CONTROLLERS INSTITUTE OF 
AMERICA 


(As Set Forth in Its Articles of 
Incorporation) 


The objects for which this cor- 


poration is formed are: 


(a) To advance the interests and wel- 


fare of controllers of business firms, 
partnerships, sole proprietorships, 
corporations, and trusteeships, and 
political and governmental subdivi- 
sions; the advancement of the in- 
terests and welfare of assistant con- 
trollers, privately employed executive 
accountants, corporation officers and 
of the partners and owners of busi- 
ness who perform the commonly ac- 
cepted duties of a controller. 


(b) To conduct and carry on such related 


(c 


activities as may be necessary and 
incident to increasing the usefulness 
of controllers to their business or- 
ganizations and to the public; to the 
gaining of recognition of the attain- 
ments and accomplishments of con- 
trollers and their value and impor- 
tance in the business, financial and 
economic structure, and in the pro- 
fession of accountancy. 


) To establish ethical and professional 
standards of work and conduct for 
controllers and to foster and en- 
courage controllers, assistant con- 
trollers and accountants to live up 
to and carry out the same. 


(d) To print, publish, distribute, and 


circulate books, pamphlets, period- 
icals, papers and magazines in con- 
nection with the activities of the or- 
ganization; to establish and conduct 
bureaus, offices and workshops neces- 
sary and incidental to the activities 
of the corporation and to employ 
such persons as may be necessary to 
operate and carry on the same. 


(e) To confer a title or titles on mem- 


(f 


bers, which shall be indicative of 
membership in the corporation, and 
to issue and recall certificates of 
membership. 


) The corporation hereby formed shall 
have power to take and hold by be- 
quest. devise, gift, purchase, lease 
or otherwise, either absolutely or in 
trust for any of its purposes, any 
property real or personal in so far as 
the same may be held by a corpora- 
tion organized under Title 5, Chapter 
5, of the Code of the District of Co- 
lumbia, and to convey, sell or dis- 
pose of such property and to invest 
and re-invest the principal and deal 
with and expend the income there- 
from in such manner as may be 
permitted by law and as, in the 
judgment of the Trustees will best 
promote the objects for which the 
corporation is organized. 


(g) The corporation may do all and 


everything, including the making 
and carrying out of any contracts, 
necessary, suitable and proper for 
the accomplishment of any of the 
purposes and objects or the further- 
ance of any of the powers above set 
forth, and may do every other act 
or acts, thing or things, incidental or 
pertaining to or growing out of or 
connected with the aforesaid pur- 
poses or powers, or any part or parts 
thereof, in so far as permitted by 
law. 























Scrap 


It is our individual, patriotic duty 
to do everything we can to keep the 
war production lines moving—turn- 
ing out a steady flow of ships, guns, 
planes, tanks and ammunition. 


Every bit of critical material each of 
us can salvage and make available 
for re-processing helps to speed the 
day of overwhelming victory for the 
United Nations. 


afSINESs 


INTERNATIONAL 


MACHINE? 


INTERNATIONAL BUSINESS MACHINES CORPORATION 























